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WILLIAM EGLESTON 


Commissioner of Insurance 
State of South Carolina 


 p- of the newer and younger members of the National Association of In- 
surance Commissioners is William Egleston of South Carolina. He 
assumed direction of the state's insurance department last September when 
Commissioner George L. Benjamin, Jr., was inducted into the Army of the 
United States. Mr. Egleston, a 33 year old attorney from Hartsville, S. C., 
has carried on ably the duties of his office. The state is indeed fortunate to 
have a man of his high qualifications directing the affairs of this important 
department. 
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been printed upon the recent re- 
port of Sir William Beveridge in 
which he advocates drastic re- 
vamping of Great Britain's entire 
social insurance system. The plan 
which he advocates is one de- 
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IN INSURANCE JOURNALISM 


AMERICAN INSURANCE, a 

great many of whose names 
have been upon our subscription lists 
for almost twenty years, may be 
pleased or displeased to learn that 
a number of changes in this vener- 
able publication are in prospect, and 
will be effected over the coming 
months as circumstances permit. We 
do not doubt that we shall be ap- 
prised forthwith, or even sooner, of 
our readers’ reactions to any changes 
which are made, for as a group they 
ever have been more addicted than 
most to the writing of sharp letters 
to the editor. 


But before the compliments and 
the barbed shafts begin to fly it might 
be interesting to sketch briefly some 
of the reasons for the JouRNAL’s es- 
tablishment, and some of the changed 
conditions which have made it seem 
the part of wisdom to adopt a differ- 
ent approach than has been employed 
in the past to the job of publishing 
a monthly devoted to certain aspects 
of fire insurance and casualty insur- 
ance. 


RR ‘Auzercs of the JouURNAL OF 


When the first issue of the Jour- 
NAL OF AMERICAN INSURANCE came 
off the presses more than nineteen 
years ago it was a rarity to find in 
the nation’s other insurance publica- 
tions any news or comment upon mu- 
tual fire insurance or mutual casu- 
alty insurance which was not either 
untrue or highly critical. Most in- 
surance publications frankly were 
edited for the stock insurance inter- 
ests, and stories extolling the doings 
of stock insurance companies or stock 
insurance producers were considered 
to be the only stories whose publica- 
tion would serve any useful purpose. 
Such pieces concerning mutual in- 
surance as got into the insurance 
trade press were intended to be harm- 
ful to mutual progress. About the 





only way a mutual insurance execu- 
tive could get his name into the trade 
press was to abscond with his com- 
pany’s funds. 

The theory upon which the Jour- 
NAL OF AMERICAN INSURANCE be- 
gan publication was that there was 
need for a medium through which 
news of and comment upon mutual 
fire and casualty insurance could be 
conveyed to those who might be in- 
terested in it. Its additional aim was 
to give wider circulation to sound 
articles upon various fundamental 
fire insurance and casualty insurance 
problems, written by competent au- 
thorities who were disposed to probe 
more deeply into them than the su- 
perficial aspects which concealed their 
true nature. 


There is still need for an insurance 
publication which attempts to seek 
out articles of the type referred to, 
and which does not consider the 
printing of tips on how to sell more 
insurance+the only matter in which 
intelligent insurance men are inter- 
ested. The need is not as great as it 
was twenty years ago, for the better 
insurance trade publications now de- 
vote considerable space to such sub- 
jects. But the need still is great 
enough that such articles will con- 
tinue to be published in these pages 
whenever they can be secured. Nor 
will their publication depend upon 
whether they have been written by 
stock or mutual insurance men. 

To our way of thinking the great 
change which has come has been in 
the handling of insurance news. With- 
out attempting to embarrass any 
other editor by naming names, the 
tendency of the more successful in- 
surance trade journals has been to 
abandon the narrow point of view 
which once was characteristic of so 
many of them. Such publications 
nowadays are eager to get any real 
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news concerning mutual fire insur- 
ance or mutual casualty insurance, 
and have no hesitation in featuring 
it in a position as prominent as its 
news value warrants. Possibly this 
change in attitude is what has made 
the successful insurance trade jour- 
nal successful, while such of their 
competitors as have held fast to the 
hoary policy of ignoring mutual in- 
surance gradually have degenerated 
into mere house organs for one group 
or another within the stock insurance 
field. 
* ® = 


OSSIBLY the fact that the 

JouURNAL OF AMERICAN INsUR- 
ANCE carried the news of mutual 
insurance, thus making it apparent 
that it was not appearing elsewhere, 
was one of the factors in hastening 
this development. Possibly the change 
was due entirely to the circumstance 
that, as the old-time insurance trade 
journal editors passed out of the pic- 
ture, they were succeeded by men 
whose news judgment had been 
sharpened in publishing fields apart 
from insurance. Whatever the rea- 
son, the change has taken place. It 
has become apparent that the neces- 
sity for carrying any substantial num- 
ber of news items in a monthly pub- 
lication such as the JoURNAL OF 
AMERICAN INSURANCE has pretty 
much disappeared. For the simple 
reason that it appears only once a 
month, it is rather difficult for a 
monthly publication like the Jour- 
NAL to carry very many news items 
that the reader has not seen before 
in one of the weeklies. We are more 
than pleased to let the weeklies do 
this job, for which they are designed, 
as long as news of mutual fire insur- 
ance and mutual casualty insurance 
is not boycotted. 


One of the changes in the Jour- 
NAL, which we are beginning to 
make in this issue, is a decrease in 
the number of news items. To re- 
place them we hope to carry each 
month a very brief digest of all im- 
portant insurance news of the pre- 
ceding month. An index number 
will precede each item, and begin- 
ning next month we will carry a 
cumulative index of 1943 insurance 
news. By retaining these monthly 
news digests, and by consulting the 
cumulative index which will be run 
each month, the insurance man can 
find in a moment brief details of any 
important insurance happening of the 
year. 


We believe that our readers will 
find this feature of real value, since 
one of the difficulties which insurance 
men often encounter is to dig up in- 
formation of some event which oc- 





curred months in the past, ‘and the 
recollection of which has faded. 


In passing it might interest many 
busy individuals to know that when 
we began gathering the important 
insurance news items of January, 
1943, we expected to find it quite dif- 
ficult to boil them down to four pages 
of type. To our surprise we found 
that it was possible to compress them 
into two pages. 


Whether we missed a number of 
important stories, or whether a great 
deal of guff is being published each 
month in the guise of insurance news, 
is something which only time will 
tell. But if the reader has a hard time 
wading through all the printed mat- 
ter that comes to his desk it is some- 
thing which may be worth thinking 
about. 

e ee @ 


WORRY DEPARTMENT, 
N. Y. DIVISION 


STORY comes out of New 
York City which is too good 
to keep, whether it is true or not. 


It is a well-known fact that the 
insurance business has been in a 
dither over the matter of Louis H. 
Pink’s successor as Superintendent 
of Insurance of the State of New 
York. It was rumored that a cer- 
tain upstate mutual casualty insur- 
ance executive was being considered 
by Governor Dewey for the job, 
whereupon a committee of stock insur- 
ance men waited upon the Governor 
with loud protests over any such se- 
lection. The committee was reported 
to have been taken aback by the 
Governor’s statement that not only 
was the story untrue, but that he 
had never heard of the gentleman 
who was the cause of so much worry 
on their part. 


The real point of the story, how- 
ever, is that the members of the com- 
mittee now are reported to feel that 
they truly have something to worry 
about — the possibility that they 
have put the idea into the Gover- 
nor’s head. 

* & * 


THE FREE ENTERPRISE 
BOYS 


a to which this depart- 
ment has not been giving its 
usual rapt attention for many months 
is the stock insurance agent, and it 
is apparent that this has been a mis- 
take. The study of the stock insur- 
ance agent’s antics was at one time 
a hobby from which we derived a 
peculiar pleasure akin to that which 
we suppose the scientist derives from 
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gazing through his microscope at the 
microbe world. 


Most amusing of the stock insur- 
ance agent’s recent activities is the 
noise he is making about “free enter- 
prise.” What makes it amusing is 
that this is the legislative season, 
when state legislatures are in session 
in most of the states. In most of 
them there is a_ stock insurance 
agents’ lobby, which is engaged as 
usual in attempting to pass legisla- 
tion which will take “free enterprise” 
out of the business of selling insur- 
ance as far as it is possible for the 
stock insurance agents to get it taken 
out. 


The same old bills, seeking to give 
the stock insurance agents now in the 
business a monopoly upon all insur- 
ance sold within the territories in 
which they are located, have made 
their appearance, and the agents are 
supporting them with every pressure 
device which they have learned over 
the years. 


Perhaps Thurman Arnold and the 
experts in the anti-trust division of 
the U. S. Department of Justice were 
wrong when they indicted the stock 
fire insurance companies for violation 
of the anti-trust statute. Proving 
monopoly on the stock insurance 
agents should be about as hard as 
shooting fish in a barrel. 


THE CARE AND FEEDING 
OF NEW COMMISSIONERS 


APTAIN EDDIE RICKEN- 

BACKER is our foremost na- 
tional hero and an iron man 
among heroes, at that —- because 
his deeds have thrilled and captured 
the imaginations of his fellow Amer- 
icans. He also is listened to with a 
great deal of attention and respect 
because what he has to say packs a 
lot of good hard common sense. He 
is regarded as a man of sound judg- 
ment. 


This was evidenced by his flat re- 
fusal to permit his friends to stage 
a big homecoming banquet and cele- 
bration in his honor upon his return 
from his harrowing experience in the 
south Pacific. By this simple act he 
performed another public service, if 
his example is but followed by oth- 
ers of the great and near great. Any 
diminution in the number of dinners 
and banquets in wartime — yea, even 
in peacetimes — is a distinct con- 
tribution to the public welfare in 
the saving of food and in the pro- 
motion of health. 


(Continued on page 23) 
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In determining the merits of a claim for loss resulting from combined effects of fire and 
explosion probably most troublesome problem is which came first—the fire or the explosion. 


Explosions and the Fire 
Insurance Policy 


By JESS H. ROSENBERG 
SENIOR ATTORNEY, FEDERAL SECURITY AGENCY, 
WASHINGTON, D. C. FORMERLY ATTORNEY FOR 
SUPERINTENDENT OF INSURANCE, 
STATE OF NEW YORK 


AR and its horrors have made 

the American people explo- 

sion-conscious. Explosions and 
conflagrations by bombs, incendiary 
chemicals and other inventions of 
modern warfare ‘oom large in the 
terrifying pictures of havoc wreaked 
in other lands, and so vividly por- 
trayed by the newspaper, radio and 
motion picture. Widespread demand 
for “war damage insurance” reflects 
the awakened realization of the need 
for protection against losses by ex- 
plosion no less than against fire, at 
least where the damage anticipated 
is the result of. possible enemy action 
or its repulsion by our armed forces. 
At the date of this writing no dam- 
age by such enemy action in the 
United States has yet been sus- 
tained ; and the only losses by bomb- 
ing directly attributable to the war 
— the work of enemy saboteurs — 
are not covered by the war damage 


insurance policies.? 

But, surprisingly, the awareness of 
explosion hazards peculiar to the war 
has not been carried over to any 
appreciable degree toward a realiza- 
tion of the risks of explosion in ev- 
ery-day life, in the pursuits of peace 
as well as in the prosecution of war. 
That fires and explosions go fre- 
quently hand in hand is such com- 
mon knowledge as to require no 
demonstration. The hazard may be 
that of accident inherent to the prop- 
erty insured, for example, an ex- 
plosion of gas or liquid vapor on 
the premises. Or, almost as. fre- 
quently, it may be a similar accident 
on neighboring premises of sufficient 
violence to cause immediate damage 
to the insured property by concussion 
alone, or by spread of fire, or by 

1 See Bridging the Gap for War Damage In- 
surance (Nov. 1942) 19 J. AM. INS. 26; WDC 


Form No. 1, line 68, appended to War Damage 
Corp. Regs. “A” (1942). 
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concussion and fire combined. Again, 
it may be the “malicious” hazard of 
dynamiting or bombing by personal 
enemies or business rivals of the as- 
sured, or by foreign saboteurs. But, 
in any case, wherever there exists 
danger of fire will be found the haz- 
ard of resultant explosion, and the 
converse is equally true. However, 
the only property insurance carried 
by the average person is that afforded 
by the usual fire policy. In conse- 
quence, not only is there no pro- 
tection whatever against damage 
caused solely by concussion, but the 
limitations of the fire policy fre- 
quently affect recovery even in the 
event of fire, where there has been 
an explosion either as a prelude, ac- 
companiment or sequel of the fire. 

That wider explosion coverage as 
supplementing the fire policy is not 
more prevalent has been attributed 
to the “under-education” of the pub- 
lic ;* but this in turn may well be 
due in some measure to a similar un- 
der-education of insurance brokers 
and agents respecting the legal and 
practical effects of the explosion lim- 
itations in the fire policy. To be of 
service in leading to a proper com- 
prehension and evaluation of such 
limitations is the purpose of this ar- 
ticle. 

& * * 


Evolution of Explosion Clause in 
the Modern Fire Policy 


RIEF review of the develop- 
ment of the explosion provision 
as found in most modern fire poli- 
cies is helpful in understanding what 
that clause is intended to accomplish. 
Originally fire policies indemnified 
against “loss or damage by fire” 
without excepting or even referring 
to explosion. In the leading case of 
Scripture v. Lowell Mutual Fire In- 
surance Co.,2 decided in 1852, the 
Massachusetts Court held that dam- 
age by an explosion immediately 
produced by the ignition and com- 
bustion of gunpowder is within the 
coverage of the fire* policy. Conse- 
quently where, as a result of contact 
of a lighted match with a substance 
such as gasoline vapor, kerosene oil 
or gunpowder a simultaneous flash 
and explosion occur, the company is 
liable under such a policy for the 
full consequences of the explosion as 
well as for the damage by actual 
burning.* As the Massachusetts 
Court said: “All the effects, what- 
2. HUBBARD, WHERE FIRE INSUR- 
ANCE LEAVES OFF (1930) 13. 

3 10 Cush. (Mass. 1852) 356. 

4 Furbush v. Consolidated Patrons’ & Farm- 
ers’ Mut. Ins. Co., 140 Iowa 240, 118 N.W. 
371 (1908); Scully v. Bremer County Farmers’ 
Mut. Fire Ins. Assoc., 215 Iowa 368, 245 N.W. 
280 (1932); German Baptist Tri-County Mut. 
Prot. Ass’n v. Conner, 64 Ind. App. 293, 115 
N.E. 804 (1917); Waters v. Merchants’ Louis- 


ville Ins. Co., 11 Pet. (U.S. 1837) 213, 225 
(marine insurance). 
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ever they may be in form, are the 
‘natural results of the combustion of 
a combustible substance.” 

To avoid that result companies re- 
sorted to inclusion of various provi- 
sions in their policies, but in so do- 
ing they sometimes found that they 
had swung too far in the opposite 
direction. In a case which reached 
the Supreme Court of the United 
States in 1868 the policy contained a 
clause exempting the company from 
liability for loss by fire which might 
occur ‘‘by means of * * * explosion.” 
In that case the assured was denied 
recovery for the loss from the burn- 
ing of his property merely because 
the fire, which was incident to a con- 
flagration embracing several squares 
of the City of Mobile, had its origin 
in an explosion in a building two 
doors removed from the insured 
premises.5 As the late Professor 
Vance correctly observed,® under that 
form of policy as interpreted by the 
Supreme Court no one could recover 
for the destruction of his property 
in the disastrous Baltimore or Chi- 
cago fires if only it could be proved 
that the conflagrations had their ori- 
gin in some sort of explosion. Ob- 
viously much criticism and dissatis- 
faction were engendered, resulting 
ultimately in the adoption of such 
clauses as are in common use today.* 


sefore general acceptance of the 
modern provisions, however, insur- 
ance companies experimented with 
various types of explosion clauses in 
an effort to strike a fair balance. But 
these clauses for the most part were 
ambiguous and equivocal. Sand- 
wiched between numerous other ex- 
ceptions in a lengthy and prolix sent- 
ence, punctuated by commas and 
semicolons which confused perhaps 
more than they clarified, and requir- 
ing interpolation of prepositions and 
phrases in order to ascertain the 
meaning and scope of the explosion 
exception, it was but natural that 
much uncertainty arid conflict in 
judicial interpretation should result. 
Fairly typical of such provisions is 
that contained in a policy construed 
by the Supreme Court of Illinois 
which stipulated that the company 
should not be liable “for any loss or 
damage by fire caused by means of 
an invasion, insurrection, riot, civil 
commotion or military or usurped 
power; * * * nor for any loss caused 
by the explosion of gunpowder, cam- 
phene, or any explosive substance, or 
explosion of any kind.” Where the 
assured sought to recover for loss by 
fire which was produced by an ex- 


5 Insurance Co. v. Tweed, 7 Wall. (U.S. 
1868) 44. 

6 VANCE, INSURANCE (2d ed. 1930) 758- 
759 n. 96. 

7 Washburn v. Miami Valley Ins. Co., 2 Fed. 
633, 638 (C.C.S. D. Ohio 1880). 
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plosion on the premises the question 
arose as to the meaning of the ex- 
plosion exception in the above-quoted 
clause. Did it exempt the insurance 
company from liability “for any loss 
or damage by fire caused by * * * 
explosion” — as the company con- 
tended, or was the exemption from 
liability restricted to “loss caused 
(directly) by * * * explosion” — as 
the assured urged? The _ Illinois 
Court accepted the assured’s inter- 
pretation and allowed recovery for 
the fire loss which ensued as a re- 
sult of the explosion,® but other 
courts denied recovery under like 
circumstances where the policy pro- 
visions were quite similar.® In an 
early New York case, for example, 
where the majority of the court 
rendered judgment in favor of the 
insurance company and denied recov- 
ery for damage by fire which orig- 
inated from explosion of a steam 
boiler, four separate written opinions 
were reported, each judge reaching 
his conclusion by different lines of 
reasoning and each recognizing the 
possibility of several plausible, but 
conflicting, interpretations of the ex- 
plosion exception. 

Despite the variety in the language 
of the exceptions in the policies and 
the conflict of judicial interpretation, 
two important propositions (or per- 
haps two corollaries of a single prop- 
osition) clearly emerge. They are, 
first, that where the fire policy specif- 
ically refers to explosion within the 
exception clause, “fire” and “explo- 
sion” are not synonymous even 
though, as in the Scripture case" 
(where the policy did not contain 
any exceptions), the concussion pro- 
duced by the ignition of gunpowder 
was a phenomenon occurring simul- 
taneously with the combustion; and, 
second, that scientific definitions and 
inquiries into the chemical nature of 
the phenomena of fire and explosion 
(such as were pursued by the court 
in the Scripture case™ are not rele- 
vant, but that the terms “fire” and 
“explosion” as used in the policy 
must bear the meaning given to them 
by the average person in their ordi- 
nary and popular sense.’ 


The Modern Policy: the Antece- 
dent Hostile Fire Doctrine 


OMPARED to the ambiguous 
provisions discussed above the 


8 Commercial Ins. Co. v. Robinson, 64 II. 
265 (1872). See also Heffron v. Kittanning Ins. 
Co., 132 Pa. 580, 20 Atl. 698 (1890). 

9 United Life, Fire & Marine Ins. 
Foote, 22 Ohio St. 340 (1872). 

10 St. John v. American Mut. Fire & Marine 
Ins. Co., 11 N.Y. 516 (1854). 

11 Supra note 3. 

12 See United Life, Fire & Marine Ins. Co. 
v. Foote, 22 Ohio St. 340, 347-349 (1872). Mit- 
chell v. Potomac Ins. Co., 183 U.S. 42, 52-53 
(1901). 


Co. v. 





explosion clause in the modern fire 
policy is quite clear and simple. The 
clause in the revised New York 
standard fire policy, for example, 
provides that “This Company shall 
not be liable for loss or damage oc- 
curring * * * by explosion * * * 
unless fire ensue, and, in that event, 
for loss or damage by fire only.” Un- 
der that provision it is apparent (1) 
that there is no liability for loss oc- 
curring solely by explosion, and (2) 
that the assured may recover for so 
much of the damage as is caused by 
fire, even though the fire was itself 
preceded or caused by an explosion. 

The courts have, however, read 
into the policy a third very impor- 
tant principle for the benefit of the 
assured. That principle — of seem- 


ingly universal acceptance — is that, © 


where an explosion is preceded by a 
fire such that the explosion was 
caused by the fire or was an inci- 
dent to its progress, the company is 
liable for all the damage sustained 
on the theory that the entire resultant 
loss is a loss by fire.1* Nor does it 
matter that the damage caused by 
the antecedent fire or burning is 
trivial as compared to the damage 
by the ensuing concussion or ex- 
plosion: the entire loss is accounted 
one by fire and there is no need to 


apportion the damages between loss es 
by burning and loss by concussion. 7 


But in order for this rule to apply 
the antecedent fire must be one which 


the courts in this country have come © 
to designate as a “hostile” or “enemy” © 
fire as distinguished from a “friendly” © 


or “innocent” fire. Although the 


nomenclature is apparently not in | 


common use in England it is in a 





British treatise that perhaps the neat- 7 
est definition of what we call a “hos- © 
tile” fire is found. Under that defi- | 


nition “fire which has_ broken 


bounds. There must be actual igni- 4 


tion where no ignition ought to be”’™ 


— the flame of a lighted match, cigar- , 


ette, gas jet, lamp or stove is only a 
“friendly” fire, and the damage from 


an explosion produced immediately ~ 


through the contact of such an agent 7 


with gas or vapor is not compensable 7 


under the antecedent hostile fire prin- © 


ciple,15 


A few illustrations will make this 2 


clear. In Mitchell v. Potomac In- 
surance Co.’® a clerk employed in a 
Washington, D. C., stove and hard- 
ware store descended into the dark 


13 Washburn v. Farmers’ Ins. Co., 2 Fed. 304 © 
(C.C.S.D. Ohio 1880); Wheeler v. Phenix Ins. | 


Co., 203 N.Y. 283, 96 N.E. 452 (1911); New 
Hampshire Fire Ins. Co. v. Rupard, 
671, 220 S.W. 538 (1920). 

14 MACGILLIVRAY, INSURANCE LAW 
(2d ed. 1937) 809. 


187 Ky. & 


15 Heuer v. Northwestern National Ins. Co., © 


144 Ill. 393, 33 N.E. 411 (1893); Briggs v. 
North American & Mercantile Fire Ins. Co., 53 
N.Y. 446 (1873); Home Lodge Ass’n v. Queen 
Ins. Co., 21 S.D. 165, 110 N.W. 778 (1907). 

16 183 U.S. 42 (1901). 
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tei cellar and lit a match in order to 
he see his way. The contact of the flame 
tk & with the escaping vapor of gasoline 
le, stored in the cellar produced an im- 
all Be mediate explosion which caused the 


building to collapse, crushing the 
merchandise in the store. The owner 
sought to recover upon a fire policy 
in the standard form covering his 
merchandise but was unsuccessful, 
the Supreme Court of the United 
States sustaining the correctness of 
three charges contained in the trial 
court’s instructions to the jury: 


(1) If the loss was caused solely by 
an explosion or ignition of explosive 
matter, not caused by a precedent fire, 
the plaintiff (assured) cannot recover. 

(2) If an explosion occurred from 
contact of escaping vapor with a 
match lighted and held by an em- 
ploye of the plaintiff (assured), and the 
loss resulted solely from such explo- 
sion, the verdict must be for the de- 
fendant (insurance company). 

: (3) A match lighted and held by an 
ned > employe of the plaintiff (assured) com- 
ing in contact with the vapor and caus- 





7 18S & 


Teas 


ant ing an explosion is not to be considered 
s it |) as “fire” within the meaning of the 
by # policy. 

is @ The facts in the Kentucky case of 
age | New Hampshire Insurance Co. v. 
€x- | Rupard' present an interesting con- 
ited | trast to those in the above case and 
| to © illustrate further the distinction be- 


loss © tween the hostile and friendly fire. 
There a plumber who was called 
upon to repair a leak in a pipe con- 
ducting gas to a stove removed some 
wooden boards from the floor .and 
lit a match to the aperture in order 
to peer below. A flame immediately 
shot up, at first rather small but rap- 
idly growing to several feet in height. 
The floor boards ignited and the 





eat- 3 flames spread to a nearby table burn- 
hos- : ing merchandise lying on and about 
defi- ) it. A clerk poured a bucket of water 
ken z on the flames in the relatively small 
ight area and at that moment a violent 
e | explosion occurred which caused by 
igar- 4 far the major part of the damage to 
ly a | the merchandise and fixtures on the 
from || premises. According to the testimony 
ately ) there was an interval of between three 
gent |). to six minutes from the lighting of 
sable |) the match by the plumber to the ex- 
prin- % plosion. The court held that the 
" evidence warranted a conclusion that 
this 4 the fire preceding the explosion was 
In- © a hostile one, thus justifying a ver- 
in a dict by the jury in favor of the as- 
1ard- | sured on his standard policy for the 
dark © entire damage to the property both 
4, 304 : by the burning and the explosion. 
x Ins. @ : 
: New |) In the phraseology of many poli- 
7 Ky. & 





cies — among them the original New 
York standard form — the company 
is not liable for loss by “explosion 
of any kind.” Companies have urged 
in such cases that the antecedent hos- 








17 187 Ky. 671, 220 S.W. 538 (1920). 
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tile fire doctrine is inapplicable since 
“explosion of any kind” embraces 
also explosions resulting from a pre- 
existing hostile fire. The courts have 
rejected this contention, however, in- 
terpreting the phrase to refer to the 
various kinds of material that may 
explode, such as powder, gas or dust, 
and not to the agent causing the ex- 
plosion."® 
* * e 


Off-premise Explosions 

PON the principle that an as- 

sured under the explosion 
clause of the modern fire policy may 
recover even for the damage caused 
by an explosion if it is preceded by 
a hostile fire, what are his rights 
when the explosion is in a building 
other than the premises insured, the 
explosion itself having been caused 
by a fire in such other building? In 
other words, suppose a fire in a 
neighboring building causes an ex- 
plosion of such violence as to dam- 
age the insured property but the fire 
never reaches the property: may the 
assured recover on his fire policy con- 
taining the usual explosion clause ? 
The question is important because 
people buy insurance to protect them- 
selves not only against the conse- 
quences of their own carelessness but 
of that of their neighbors. But the 
courts have almost without excep- 
tion denied recovery to the assured 
upon facts such as presented in the 
above questions.!® 


The issue first arose under the old 
form of fire policy which contained 
no exception of explosions. And even 
in such case recovery to the assured 
for the concussion damage was de- 
nied where the explosion and the fire 
preceding it occurred in a building 
other than the insured premises on 
the ground that the fire was only the 
remote and not the “proximate” cause 
of the loss. Cases arising under the 
modern fire policy containing the 
standard explosion provision, though 
sometimes conceding that there may 
be logic in allowing recovery, have 
likewise flatly refused to hold the in- 
surance company liable as upon a 
loss by fire.? 


The Black Tom disaster of 1916, 
where German saboteurs set a fire 
in freightyards in the New York har- 
bor which resulted in the explosion 


18 Wheeler v. Phenix Ins. Co., 203 N.Y. 283, 
287-288, 96 N.E. 452, 454 (1911). 

19 Hustace v. Phenix Ins. Co., 175 N.Y. 292, 
61 N.E. 592 (1903) (insured premises 57 feet 
distant from explosion, and separated by two 
buildings and alleyway); Hall & Hawkins v. 
National Fire Ins. Co., 115 Tenn. 513, 92 S.W. 
402 (1906) (30-40 feet distant; one building in- 
tervening); Northwestern National Ins. Co. v. 
Mims, 226 S.W. 738 (Tex. Civ. App. 1920) 
(adjoining building). 

20 Caballero & Basualdo v. Home Mut. Ins. 
Co., 15 La. Ann. 27 (1860) (insured building 
180-200 feet distant from explosion). 

21 Cases cited supra note 19. 
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of 250 carloads of munitions, sup- 
plied the background for a case which 
was presented to the highest court 
of New York. One of the minor 
casualties of the $20,000,000 blast 
was a canal boat lying about 1000 
feet’ from the site of the explosion. 
Although no fire ever reached the 
boat, the owner sought to recover on 
his fire and marine policy, which con- 
tained no explosion exceptions, on 
the ground that the damage was the 
proximate result of the original fire. 
The court decided in favor of the 
insurance company in a brilliant opin- 
ion written by the late Judge Car- 
dozo.** Himself sometimes referred 
to as the “philosopher judge,” Judge 
Cardozo declared that the problem of 
proximate cause is not one of philos- 
ophy but must be solved on a com- 
mon-sense basis and in the light of 
what the average business man and 
policyholder would reasonably ex- 
pect. To quote from his opinion: 


The question is not what men ought 
to think of as a cause. The question is 
what they do think of as a cause. We 
must put ourselves in the place of the 
average owner whose boat or building 
is damaged by the concussion of a dis- 
tant explosion, let us say a mile away. 
Some glassware in his pantry is thrown 
down and broken. It would probably 
never occur to him that within the 
meaning of his policy of insurance, he 
had suffered loss by fire. A philosopher 
or a lawyer might persuade him that 
he had, but he would not believe it un- 
til they told him. He would expect in- 
demnity, of course, if fire reached the 
thing insured. He would expect indemn- 
ity, very likely, if the fire was near at 
hand, if his boat or his building was 
within the danger zone of ordinary ex- 
perience, if damage of some sort, 
whether from ignition or from the indi- 
rect consequences of fire, might fairly 
be said to be within the range of normal 
apprehension. But a different case pre- 
sents itself when the fire is at all times 
so remote that there is never exposure 
to its direet perils, and that exposure 
to its indirect perils comes only through 
the presence of extraordinary conditions, 
the release and intervention of tremen- 
dous forces of destruction. 


If the courts come to adopt that. 


approach in respect to policies con- 
taining an explosion exception, what 
should the decision be where the ex- 
plosion (preceded by a fire) which 
damages an insured building takes 
place, not 1000 feet away, but only 
200 feet distant? Or if that too pre- 
sents difficulty, suppose the explosion 
occurs in a building 100 or only 50 
feet removed from the insured prem- 
ises, or even in the building immedi- 
ately adjacent? Or suppose a by 
no means uncommon occurrence — 
fire in an apartment in a city apart- 
ment building causes an explosion 
which wrecks the furnishings of oc- 
cupants of other apartments in the 





22 Bird v. St. Paul Fire & Marine Ins. Co., 
224 N.Y. 47, 120 N.E, 87 (1918). 


} 
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very same building: shall the tenants 
in those other apartments recover for 
the damage to their property caused 
by such explosion under the fire pol- 
icy containing the standard explosion 
provision? Unfortunately the courts 
have not ruled on the issue and so 
we can only ask the questions with- 
out being able to furnish the an- 
swers.”3 Judge Cardozo’s suggested 
test possesses the indubitable merit 
of good sense but its application must 
be left to the vagaries of judges and 
juries in each case. 
« * 
Fire or Explosion: Which Came 
First? 


N determining the merits of a 

claim for loss resulting from the 
combined effects of fire and explosion 
probably the most troublesome prob- 
lem to the assured, adjuster, attor- 
neys, and court alike is which came 
first — the fire or the explosion, The 
importance of this is evident since, 
as has been shown above, if a hostile 
fire preceded the explosion the as- 
sured may recover for the entire loss, 
whereas, if the explosion came first, 
he may recover under the standard 
policy only for so much of the dam- 
age as was subsequently caused by 
the fire. Where the assured is un- 
able to prove that a fire was under 
way prior to the explosion his in- 
surance protection may be only 
illusory since an explosion of any 
violence may cause a collapse of the 
insured building with little remaiin- 
ing for the ensuing fire to consume 
but debris. Frequently, of course, 
it is clear from superficial observa- 
tion either that the fire or the ex- 
plosion came first, and if the fire, 
that it was hostile and not a friendly 
one. On the other hand, quite often 
the question can be resolved only 
through inference and circumstantial 
evidence, necessitating expensive in- 
vestigations, hiring of experts, and 
finally a lawsuit. Determination of 
the sequel of cause and effect occa- 
sionally appears so impossible that 
one is tempted to throw up his hands 
and tackle instead the time-worn 
riddle of priority as between the 
chicken and the egg. But the riddle 
of the priority of fire or explosion 
must be answered in each case; 
moreover, it is neither whimsical nor 
academic, since upon it may hinge 
the answer to the vital question 
whether an assured must suffer the 
loss himself or whether he shall be 
indemnified by the insurance com- 
pany. 

The problem may be illustrated by 
a case in which the writer partici- 
pated several years ago, as counsel 
to the holder of a mortgage on an 


23 Cf. supra notes 19, 20. 
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insured building, to recover on fire 
insurance policies in the standard 
form. The premises, a two-story 
dwelling in the residential area of a 
New York town of some 10,000 pop- 
ulation, were vacant and unoccupied 
at the date of the occurrence, the 
tenants having recently moved there- 
from. The accident happened at 2 
o’clock in the morning when virtually 
everyone in the neighborhood was 
asleep. There could be no doubt that 
there was a violent explosion since 
the blast awoke all in the vicinity, 
shattered windows in nearby homes, 
blew down the side walls of the in- 
sured building and wrenched its 
joints. Neither was there any doubt 
that there was a fire since the neigh- 
bors who were aroused by the loud 
blast immediately observed flames 
shooting from the house. If the as- 
sured could prove the existence of 
a hostile fire preceding the explosion 
he would recover under the law for 
the entire loss. If, on the other hand, 
he should be unable to establish a 
preexisting hostile fire, his recovery 
for the subsequent fire loss would be 
nominal, if anything, since little re- 
mained a moment after the explo- 
sion but a wrecked building. Not- 
withstanding thorough private and 
police investigations the cause and 
origin of the accident remained a 
mystery which a parade of witnesses 
by both sides upon the trial did little 
to solve. Among the witnesses pro- 
duced by the insurance companies, 
however, were two neighbors who 
testified that they were awake a 
short while before the explosion, one 
having been aroused by the barking 
of his dog and the other rising to go 
to the bathroom. Both testified that 
they chanced to look towards the in- 
sured building a few moments prior 
to the explosion and that they saw 
no flames nor ary indication of fire. 
The jury, as juries sometimes do, 
pleasantly surprised the assured by 
a verdict in his favor for the full 
amount of the loss. Upon the ap- 
peal taken by the insurance com- 
panies, the attorneys for the owner 
and the mortgagee valiantly strove 
to support, by various inferences and 
circumstantial evidence, the conclu- 
sion that a hostile fire preceded the 
explosion, but the appellate court 
ruled that this was “pure conjec- 
ture” and remitted the case for a 
new trial.2# Upon the second trial 
— perhaps it is almost needless to 
say — the jury returned a verdict 
for the insurance companies. 

Where such a case reaches the 
courts the question of “burden of 
proof” becomes a consideration of 
24 Donato v. Granite State Fire Ins. Co., 249 


App. Div. 819, 292 N.Y. Supp. 373 (2d Dep’t 
1937). 


the utmost practical importance. If 
the burden is upon the assured to 
persuade the judge and jury that a 
hostile fire preceded the explosion 
the odds are all in favor of the in- 


surance company in a case where the | 
facts are in doubt. If, on the other 7 


hand, the burden is upon the insur- 


ance company to prove that the ex- 7 
plosion occurred first and the fire 7 
later the assured’s prospects of suc- © 
The © 


cess are considerably better. 
courts are in conflict on this issue, 


some holding that the burden is upon © 
the assured to prove that the case | 


does not fall within the explosion 
exception of the policy,” and others 
holding that it is the company’s bur- 
den to establish that the damages do 
fall within the exception.2® Some 
courts have declared the rule to be 


that it is the company’s task to es- 7 


tablish that an explosion preceded 


the fire and that some portion of the © 
loss was occasioned by the explosion | 
rather than the fire, but that, after ” 
the company has established those | 
facts, it becomes the responsibility 


of the assured to prove how much 


of the damage was caused by the a 


ensuing fire.?* 
* aa «& 
Effect of Other Policy 
Conditions 
OLICYHOLDERS and 


quences. 


On the part of the assured it is © 
sometimes contended, despite the ex- 7 
plosion exception, that the permis- ~ 
sion in the policy to keep certain 7 
explosive material on the premises, 7 


especially where an additional pre- 


mium is paid for the privilege, ren- 7 


insur- 

ance companies, when it appears | 
to their advantage, occasionally seek 
to avoid the legal consequences that ~ 
would otherwise follow from the ex- 7 
plosion exception of the policy by 
urging that other conditions in the ~ 
policy nullify or qualify such conse- — 
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vos + 
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ders the company liable for loss by © 


explosion of such material. 


The é 


courts have rejected this argument, 7 
holding that the one clause has noth- 7 


ing to do with the other.” 


On the part of the attorneys for 4 


insurance companies the “fall-of- 
building” clause is often seized upon 


(Continued on page 14) 


25 Pearcey v. St. Paul Fire & Marine Ins. 
Co., 163 Va. 928, 177 S.E. 843 (1935); Green © 
77° Mont. © 
Northwestern Na- 
tional Ins. Co. v. Westmoreland, 215 S.W. 471 © 


v. Milwaukee Mechanics’ Ins. Co., 


505, 252 Pac. 310 (1926); 
(Tex. Civ. App. 1919). 


Oca 


gis maedet, 


26 New Hampshire Fire Ins. Co. v. Rupard, | 


187 Ky. 671, 220 S.W. 538 (1930); Judson v. 
Manhattan Fire & Marine Ins. Co., 
458, 220 N.W. 783 (1928). 


243 Mich. § 


27 Rossini v. St. Paul Fire & Marine Ins. Co., © 


182 Cal. 415, 
American Ins. 
Pac. 27 (1908). 

28 Mitchell v. 


188 Pac. 564 (1920); 


Potomac Ins. Co., 


German © 
Co. v. Hyman, 42 Colo. 156, %4 : 


183 U.S. & 


42, 50-51 (1901); Ross v. Liverpool & London © 
& Globe Ins. Co., 83 N.J. L. 340, 84 Atl. 1050 & 


(1912). 
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Babson On Insurance-- 


A Seer Turns Stock Salesman 


By L. A. FITZGERALD 
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¥ is common knowledge that tual system of insurance generally 





small groups of insiders—through — life, fire and casualty. Since it 

holding companies, interlocking must be assumed that Mr. Babson 
on | directorates, management contracts, is intelligent enough to understand 
ise | and sundry other devices of corporate that an institution as strong as mu- 
on | finance — hold control of the na- tual insurance cannot be hamstrung 
rs |) tion’s larger stock insurance com-_ by the syndicating of a few discred- 
Ir- | panies. ited generalities, the disguise could 
do F Is private information now being not conceal the article’s real purpose. 
me || circulated among these insiders which That purpose was to reassure what is 
be | Jjeads them to believe that market left of the investing public that in- 
es- | values of insurance company stocks surance stocks are an outstandingly 
led © are due for a nose dive in the im- excellent investment, no matter what 
he * mediate future? turn national or world conditions 
a Are these insiders, in the light of take. 
an such information, laying ground- The framework upon which the 
_ work which will permit them to Babson argument is hung is that 
dump their holdings of insurance stock insurance companies have a 
“ company equities upon the unsuspect- “super-urge” to make large profits, 


ing public? and that they implement this urge 

To anyone of an even moderately very effectively by engaging in va- 
suspicious turn of mind these two rious fire and accident prevention and 
questions occur at once after having health conservation activities. But 
read a recent widely-syndicated news- even if stock insurance companies 
paper article from the pen of Roger made no profits from their insurance 
W. Babson. In it he went into in- activities, Babson infers, they still 
comprehensible ecstasies over the de- would be able to pay substantial divi- 





hat | sirability of insurance company stocks dends to their stockholders out of 
ex- as an investment, and over the pros- their investment profits. And even if 
by pects for continuance of the juicy the government should take over the 
the profits which stock insurance com-  jnsurance business, he asserts some- 
\se- panies have been raking in for many what obscurely, “new fields with an 
years in the United States. even brighter future” would open up 
. is Mr. Babson, it will be recalled, is for the stock insurance companies. 
- the grandfatherly commentator upon To anyone familiar with insurance 
his- |) matters financial who can afford now- there seems no plausible reason for 
‘ain | adays to bask in the Florida sun- writing such an article, except the 
Ses, | shine, while many others once vene- reason suggested — that something is 
sTe- iS rated as economic seers have been making the insiders anxious to get 
‘en- | forced to go back to their old jobs rid of their equities in stock insur- 


by © as bookkeepers or vice-presidents at ance companies. There could be no 

>» the bank. Probably Mr. Babson is better way to set the ball rolling, 
not a member of any group con- certainly, than to get a presumably 
trolling a major stock insurance disinterested journalist to devote his 
company. But he has stated publicly syndicated newspaper column to 
that he has a considerable invest- plugging insurance stocks as an in- 
ment in insurance stocks, and it is vestment. And plug them Babson’s 
entirely possible that he is close column did, with all the subtlety of 
enough to being an insider in the a radio soap commercial. 





Ins. world of finance to hear any rumors Under ordinary conditions the in- 
ons which may be circulating about the siders holding substantial blocks of 
Na: | future of equities in stock insurance jnsyrance stocks feel that the less said 
_ 471 |) corporations. about the attractiveness of such equi- 
es ; The recent article of his to which ties the better. An extensive holding 
Mich. = reference was made was a rather of stock in one or more of the major 
Co, | ‘transparent effort to whistle up some stock fire insurance or casualty in- 


rman || cCustcmers for insurance stocks, al- surance companies has many of the 
6 "| though an attempt was made to dis- characteristics once associated with 






us guise it as a discussion of mutual a private gold mine, except that no 
on . . . . 
1050 |) «VS. stock insurance or, more accu-. digging is necessary to keep the 






rately, as an attack upon the mu- money rolling in. 
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It is not generally realized that in 
the fourteen-year period 1926-1939 
the average rate of return on invested 
capital for all stock fire insurance 
companies doing business in the state 
of New York was 10.1 per cent, and 
the average rate of return on invested 
capital for all stock casualty insurance 
companies doing business in the state 
of New York was 10.3 per cent. ( Vir- 
tually all major stock fire insurance 
and casualty insurance companies do 
business in the state of New York.) 
During the same period the rate of 
return on invested capital for all cor- 
porations in the United States sub- 
mitting balances to the United States 
Treasury was only 3.2 per cent, and 
the average rate of return on United 
States Government bonds was only 
3.1 per cent. In short, the stock fire 
insurance and casualty insurance 
business was more than three times 
as good a business as the average of 
all business during one of the most 
trying periods in this nation’s eco- 
nomic history. 


When it is remembered that many 
unfeeling state regulatory authorities 
begin to clamor for a reduction in the 
public’s insurance rates, whenever 
they note that stock insurance com- 
pany profits are mounting too high, 
it is easy to understand why the 
shrewder of the stock insurance com- 
pany operators do not care for too 
much publicity regarding the per- 
sonal bonanzas which they control. 
Stock insurance executives embarrass 
easily when the talk turns to insur-. 
ance rates. Many of them got pub- 
licity enough to last a lifetime a few 
years ago when a group of the lead- 
ing companies joined in a concerted 
action to raise fire insurance rates 
in Missouri. Unfortunately the politi- 
cal agent for the group was careless 
in paying “a $440,000 bribe to certain 
Missouri political figures who could 
engineer the rate increase, and after 
several penitentiary sentences had 
been passed out the stock fire insur- 
ance companies weré forced to kick 
back some millions of dollars in pre- 
miums to their Missouri policy- 
holders. 

. s & 


ERELY to keep the record 

straight, in case some stock 
insurance agent should be so naive 
as to attempt to use the Babson ar- 
ticle as sales promotion material, it 
might be well to comment. briefly 
upon some of the gems with which 
that commentator studded his pane- 
gyric for insurance stocks. Most of 
these had to do with the alleged dis- 
advantages of mutual insurance and 
the alleged advantages of stock in- 
surance, and were lifted intact from 
the propaganda primer which stock 
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insurance publicists have been writ- 
ing over the years. 

The first such statement was that 
stock insurance companies offer “su- 
per-security” to their policyholders 
because both surplus and stock equi- 
ties stand behind the policies, while 
mutual insurance companies must de- 
pend entirely upon surplus — since 
there is no stock in a mutual insur- 
ance company. The fact is that, in 
general, strict state insurance laws 
require that mutual and stock insur- 


ance companies writing the same 
types of insurance must meet the 
same financial requirements. it-ven 


stock insurance companies, realizing 
that mutual insurance company sur- 
pluses are ample for the business 
written, do not use this bit of propa- 
ganda nowadays. In fact, it is hardly 
a year since a highly placed spokes- 
man for stock insurance appeared be- 
fore the Finance committee of the 
United States Senate, and complained 
that mutual company surpluses are 
excessive, that they could never be 
used short of another Biblical flood. 
Since the Babson statement includes 
life insurance companies within its 
scope it might be well to inquire 
how much larger surpluses the ma- 
jor mutual life insurance companies 
should have, and how much addi- 
tional security a few shares of stock 
would add to the companies’ finan- 
cial strength. It might also be 
pointed out that, taking the twenty 
leading stock casualty insurance com- 
panies as a fair example, their ratio 
of stockholders’ investment to assets 
averages only 20 per cent, and in 
some cases is as low as 3.7 per cent. 
This is far below the ratio of stock- 
holders’ investment to assets found in 
the leading corporations in other 
fields. 

The second Babson statement is 
to the effect that for cooperative 
groups to keep from becoming inert 
bureaucracies they must have com- 
petition from privately-owned enter- 
prises, and that this is especially true 
of mutual insurance companies, which 
theoretically should provide lower 
rates than stock companies. This 
opinion is an excellent example of 
the half-truth. The whole truth is 
that it is the competition of the mu- 
tual insurance companies which has 
kept the stock insurance companies 
from becoming “inert bureaucracies,” 
and that there is a substantial body 
of opinion to the effect that the stock 
insurance companies today are “inert 
bureaucracies” in spite of all the ef- 
forts of the mutual carriers to force 
modernization of insurance practices. 
The history of the fire insurance busi- 
ness in the United States, in particu- 
lar, is a story of the formation of 
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mutual companies by groups of pol- 
icyholders who could not get fair 
treatment — nor even a hearing — 
from the stock fire insurance bu- 
reaucracy. Dozens of examples could 
be cited, such as the mutual com- 
panies specializing in factory, grain 
elevator, lumber, hardware and simi- 
lar risks. The same story has been 
repeated in the field of workmen’s 
compensation insurance. Nor is there 
any basis for the statement that 
theoretically mutual insurance com- 
panies should provide lower rates 
than stock insurance companies. Mu- 
tual insurance companies undertake 
to provide insurance at approximately 
cost, and in theory this cost may be 
higher or lower than the stock in- 
surance company rate. The fact that 
the mutual insurance cost is almost 
universally lower can be attributed 
only to the circumstance that the 
stock insurance rate is too high. 


THIRD Babson statement which 

will not stand scrutiny is that, 
if one gets a lower rate from a mu- 
tual company, it may be due either 
to one’s forfeiting the security of the 
stockholders’ equity or to the fact 
that competition from stock com- 
panies keeps the mutuals from going 
to sleep, and that if the stock com- 
panies were eliminated the mutual 
premiums would “go up like a 
rocket” through inefficiency and in- 
difference. Since the usual difference 
between the cost of insurance to the 
policyholder in a mutual fire or casu- 
alty company and the cost to a pol- 
icyholder in a similar stock company 
is something more than 20 per cent, 
it should be clear that the presence 
or absence of a stockholders’ equity 
has little bearing on the rate, unless 
the stockholders are getting more 
than 20 per cent’ of each dollar in 
premium which the policyholder is 
paying in. The reason for the differ- 
ence in insurance cost between a mu- 
tual company and a stock company is 
that the mutual company exerts more 
effort to prevent losses, and keeps 
expenses at the minimum consistent 
with efficient administration; this 
can be verified by comparing the loss 
and expense ratios of any mutual and 
any stock insurance company writ- 
ing about the same volume of simi- 
lar types of business. Again it should 
be emphasized that it is mutual com- 
petition which keeps the stock in- 
surance cost down, and not stock 
insurance competition which keeps 
mutual insurance cost down. In 
some lines the stock insurance com- 
panies are no longer serious com- 
petitors of the mutuals, and yet the 
record shows that the mutual rates 


on such lines have decreased steadily 
as the policyholders became better 
educated in fire and accident pre- 
vention. On the other hand there are 
many lines in which the mutual com- 
panies do not compete vigorously 
with the stock insurance companies, 
and these are the clover patches 
where the stock companies make their 
profits by charging the policyholders 
all the traffic will bear. What would 
happen were all stock insurance com- 
panies put out of business is purely 
theoretical; what did happen before 
mutual companies began to write 
certain lines of insurance was that 
stock insurance rates were jacked up 
so high that the policyholders had 
to form their own mutual companies 
or go without insurance. 











Fourth and most irresponsible of § 


the Babson statements is thaf he 
places all of his insurance in stock 
companies because they are alive and 
vital groups, actuated by the free 
enterprise which has made America 
a better place to live than Europe. 
This is of a piece with the discred- 
ited stock insurance propaganda line 
to the effect that mutual insurance 
is a Communist device to undermine 
the American business system. Mu- 
tual insurance has reached its great- 
est development in the United States. 
The early mutual companies were 
founded by the men who founded this 
nation, from Benjamin Franklin on 
down, and it is no accident that the 
economic principle upon which mu- 
tual insurance is founded is the same 
as the one upon which democratic 
government is based. The mutual 
company is owned and controlled by 
its policyholders, just as our gov- 
ernment may be said to be owned 
and controlled by its citizens. Mutual 
insurance is the highest form of free 
enterprise. All mutual insurance 
companies doing business in America 
are entirely American, and are owned 
and controlled by their American 
policyholders. In sharp contrast al- 
most 40 per cent of the stock fire 
insurance and casualty insurance 
companies doing business in this 
country are either alien corporations 
with their home offices in other coun- 
tries, or are controlled entirely by 
such alien corporations. If mud- 
throwing is in order it might be 
pointed out that until very recently 
several of the most important stock 
insurance companies doing business 
in the United States were Japanese. 


OST interesting is the fifth 
group of Babson statements, 
which are to the effect that the “su- 
per-urge” of stock insurance officers 
and stockholders, which mutual in- 
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surance companies lack, leads stock 
life insurance companies to take 
measures to lengthen the life and 
better the health of their policyhold- 
ers in order to make greater profits ; 
that the stockholders of stock insur- 
ance companies are interested in re- 
ducing the number of fires, accidents, 
and defalcations ; that they should be 
credited for the laws which today re- 
quire fireproof construction, munici- 
pal fire departments, safety appli- 
ances, and the like; and that these 
stockholders have supplied the equip- 
ment to provide communities with fire 
engines, good hose, etc. Obviously 
all insurance companies, with or with- 
out the “super-urge” to make large 
profits, are interested in anything that 
will decrease losses. The irony of 
these statements is that the really ef- 
fective large-scale work in the length- 
ening of life and the bettering of 
health is being done by the mutual 
life insurance companies. The really 
effective work in the field of indus- 
trial accident prevention is being done 
by the mutual workmen's compensa- 
tion insurance carriers. The really 
effective fire prevention work has 
been done by the mutual fire insur- 
ance companies. There are in the 
record the statements of prominent 
stock fire insurance company spokes- 
men, for instance, that fire preven- 
tion is no concern of the stock fire 
insurance companies — that premium 
income is greater when fires are 
plentiful. Pressures for legislative 
changes in this field have come from 
many sources — the mutual insur- 
ance companies, the National Safety 
Council, the National Fire Protection 
Association, various governmental 
groups. The stock insurance com- 
panies have been but one factor in 
the situation and — with the ex- 
ception of certain laudable activities 
in connection with fire prevention — 
they have not often been the most 
important. The truth is that most 
of the legislative activity in which 
stock insurance engages is carried on 
by organizations of agents, who con- 
stitute one of the most reactionary 
and obstructionist pressure groups in 
the legislative picture. Most legisla- 
tion backed by stock insurance inter- 
ests is, therefore, concerned with 
keeping the commissions paid the 
stock insurance agent at a high level, 
and in giving him as close to a 
monopoly of the insurance business 
written in his territory as legislative 
bodies can be bulldozed into yield- 
ing. As for furnishing the fire-fight- 
ing equipment used in American 
communities, investigation will show 
that it is provided by the taxpayers. 
Where special insurance company 
taxes are levied for this purpose these 
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taxes are paid by all fire insurance 
companies, and not merely by stock 
insurance companies. 

In his sixth statement Babson says 
that stockholders know insurance 
business increases as new building 
increases, and are thus not only be- 
hind every movement to make it 
easier to build more and better homes 
but loan their money to policyholders 
to encourage building. He asks ‘““How 
much do mutual companies bother 
with such mortgages?” All insur- 
ance companies loan money to poli- 
cyholders or to any other responsible 
person ; the difficulty is to find enough 
such loans to make. The mutual com- 
panies probably “bother with mort- 
gages” to a greater extent than stock 
companies do. The stock fire insur- 
ance companies, only a few years ago, 
spent many thousands of dollars in 
attempting to discredit mutual fire in- 
surance companies because mutual 
companies had relatively more of their 
assets in mortgages than the stock 
companies did. These stock com- 
panies contended that mortgages are 
worth nothing as assets, and that 
their possession by mutual companies 


was indicative of mutual financial 
weakness. 
e © 7 
N another statement — that the 


stock companies are responsible 
for the birth of the National Board 
of Fire Underwriters — Babson gets 
far off the beam. This is the one 
statement made which is absolutely 
true. But since the National Board 
of Fire Underwriters is a trade as- 
sociation of stock fire insurance com- 
panies, which was set up to make 
rates and now confines its activities 
largely to legislative operations and 
to propaganda, it is difficult to see 
why stock fire insurance companies 
should be praised for setting it up. 
It would be as logical to commend 
the mutual fire insurance companies 
highly for having organized the Fed- 
eration of Mutual Fire Insurance 
Companies or the Mutual Fire Pre- 
vention Bureau. 


The Babson article begins to get 
down to cases near its end, with 
the assertion that many stock insur- 
ance companies could pay dividends 
if they did no insurance business, 
and that they afford an excellent op- 
portunity for small investors to get 
diversification. There is no doubt that 
many stock insurance companies make 
large investment profits, the reason 
being that large amounts of money 
have been withheld from policyhold- 
ers which should have been returned 
to them in the form of rates more 
nearly in line with the actual loss 
experience. The amount of actual 
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money which has been put into stock 
insurance companies by the stock- 
holders is surprisingly small, and 
there can be no doubt that it has been 
an excellent form of investment — 
so far, at least. Many stock insur- 
ance companies have well-diversified 
portfolios, although a predilection for 
common stocks gave company man- 
agers a few headaches in the depres- 
sion years. One type of equity widely 
held by stock insurance companies is 
the stock of other insurance com- 
panies, some of the inter-relationships 
thus created being extremely com- 
plicated. 


The final statement in the Bab- 
son article is also what might be 
called a commercial plug. It is that 
if the government should take over 
the insurance business it might be 
hard luck for the mutual companies, 
but that this would open up “new 
fields with an even brighter future” 
for the stock companies. The reason- 
ing upon which this cheerful conclu- 
sion is based does not appear, al- 
though it seems offhand one which 
would require considerable explana- 
tion. It does serve as a clincher, per- 
haps, for the timid investor who does 
not know whether insurance stocks 
are a good investment or not. 

From even this sketchy analysis of 
some of the contentions advanced by 
Mr. Babson it can be seen that this 
disguising of his article as a discus- 
sion of the merits of mutual vs. stock 
insurance is a rather spotty job of 
sugar-coating. The message shows 
right through. It is that now is the 
time to buy insurance stocks — there 
is nothing in the market quite so 
good. There is no way you can lose, 
brother. Stock insurance companies 
make plenty of money out of their 
insurance operations, because their 
“super-urge” for profits leads to 
measures that prevent policyholders 
from dying or getting sick, that pre- 
vent fires and accidents from happen- 
ing. Even if they do not make money 
on insurance operations, stock insur- 
ance companies coin money on their 
investment operations. And if the 
government takes over the insur- 
ance business then insurance stocks 
really will boom, because ‘new 
fields with an even brighter future 
will open up” — for the stock in- 
surance companies exclusively. 

As a matter of fact insurance stocks 
are beginning to look to this writer 
like an investment a man cannot af- 
ford to miss. A fellow would be 
mighty lucky to find a stock insur- 
ance executive or a financial writer 
who was willing to let go of his 
shares. 


How much are they, Rog? 
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INSURANCE NEWS DIGEST--FIRE AND CASUALTY 


Covering Period From Jan. |, 1943 Through Jan. 31, 1943 








1. PENDERGAST. U. S. Supreme Court on Jan. 4 re- 
versed the conviction of Thomas J. Pendergast and 
R. E. O'Malley, former Missouri political figures, 
and St. Louis insurance agent A. L. McCormack, on 
criminal contempt of court charges growing out of 
the "Missouri Compromise" fire insurance rate lit- 
igation. They had been accused of foisting upon 
Kansas City Federal Court a corrupt settlement of 
the rate controversy, procured through bribery of 
then Missouri Insurance Superintendent O'Malley. 
The opinion was based on holding that the statute 
of limitations had run when the three were cited 
for contempt. Earlier the U. S. Supreme Court had 
refused to review a petition by 139 stock fire in- 
surance companies seeking to determine ownership 
of $8,000,000 in impounded premiums involved in the 
rate cases. The Pendergast opinion virtually closes 
the Missouri rate controversy. 


2. ANTI-TRUST. Southeastern Underwriters Associa- 
tion and its member companies filed on Jan. 14 in 
Federal Court at Atlanta a demurrer to indictment 
charging the organization with anti-trust law vio- 


lation. Argument on the demurrer has been set for 
May 3. 
3. RATES. Washington Insurance Commissioner Wil- 


liam A. Sullivan announced, effective Jan. 5, 1943, 
10% reduction in fire insurance rates on dwellings, 
apartment houses, protected mercantile, industrial, 
and publicly-owned properties, plus 7% reduction 
in fire insurance rates on contents of last three 
classes. Unprotected mercantile, industrial, and 
publicly-owned properties received 7% rate cut. Ad- 
verse experience resulted in increase in fire insur- 
ance rates on farm outbuildings. The reductions af- 
fect 73% of fire insurance written in the state. 


4. COMMISSIONERS. Executive committee of National 
Association of Insurance Commissioners, by mail 
vote, has approved dates of June 6-8, at Boston, 
for organization's annual meeting. Statler Hotel 
will be Association headquarters. 


5. UNAUTHORIZED INSURANCE. A proposed standard un- 
authorized insurance statute has been sent by the 
National Association of Insurance Commissioners to 
supervising authorities of all states and Canadian 
provinces, recommending that they sponsrxr it in 
their own legislatures. It was drafted by a Con- 
missioners’ committee after long study. 


6. FALL RIVER SALVAGE. Reclamation of 10,000 tons 
of raw rubber with an estimated saving of $3,000,- 
000 to fire insurance companies involved in the 
fire which destroyed plant of the Firestone Rub- 
ber Company at Fall River, Massachusetts on Octo- 
ber 12, 1941, has been realized from salvage op- 
erations. A force of 65 men working in three shifts 
used steam to "launder" the recovered rubber. 


7. LLOYD REAPPOINTED. Appointment of John A. Lloyd 
of Ohio to third consecutive term as State Super- 
intendent of Insurance (1943-1944) marks first time 
in history of that office same man has been so 
honored. Immediately after taking oath of office, 
Superintendent Lloyd reappointed Deputy Superin- 
tendent J. Roth Crabbe. 


&, FIRE LOSSES. Fire losses in the United States 
during December totaled $36,469,000 -- an increase 
of $5,208,000 or 17% over figure reported for same 
month in 1941 -- according to preliminary estimates 
of National Board of Fire Underwriters. December 
total was largest for any month in past 3 years. 
Losses for entire year of 1942 amounted to $314,- 
849,000, a decrease of $7,500,000 or 2.33% from 
record of previous year. 


9. N.F.P.A. 
National Fire Protection for its annual meeting at 
Chicago. Matters pertaining to the war effort will 
highlight program. 


10. MERGER OPPOSITION. Bankers have joined insur- 





Week of May 10 has been selected by 


ance industry in strong protests against Governor 2 


Harry F. Kelly's proposed plan to merge Michigan 
insurance, banking and other departments into a 
"Department of Business Regulation." Opposition 
reported very strong with little likelihood of 
merger being effected. 


1]. WAR DAMAGE. The 3% expense allowance received 
by Fiduciary agents of War Damage Corporation is 
not subject to federal income tax, according to 
decision by Commissioner of Internal Revenue. War 
Damage Corporation, which requested opinion, 
pointed out an adjustment will be made in expense 
reimbursement so that allowance will cover without 
profit the direct, actual and necessary expenses 
of fiduciary agent, exclusive of any expenses of 
executive management or those normally incident to 
its regular business. New income tax formula for 
mutual companies, Commissioner of Internal Revenue 
states, 
from taxable income, while stock carriers may ex- 
clude such expense reimbursement from taxable in- 
come, provided they were not claimed as deductions 
from gross income for any taxable year. 


12. NATIONAL BUREAU. Resigned from the National 
Bureau of Casualty and Surety Underwriters, ef- 
fective February 13, is the Hartford Steam Boiler 
Inspection and Insurance Company. Company, through 
mutual agreement, was released from obligation to 
observe Bureau rules and rates as of January l. 


13. BIDDLE. A drastic curb on insurance data now 
being sent to foreign countries was ordered by U. S. 
Attorney General Francis Biddle on January 13. In- 
formation relating to cargoes, hulls, plants, sup- 
plies, equipment and similar matters, as well as 
to personnel engaged in the war program, Biddle 
pointed out, cannot be sent abroad in connection 
with insurance contracts without reason to believe 
that the information may be used to the injury of 


the United States or to the advantage of a foreign | 


nation. This applies even though information may 
be destined for neutral countries or our allies. 
Office of Censorship is prepared to entertain pro- 
posals whereby limited information required for 
insurance and reinsurance purposes may be trans- 
mitted abroad under conditions which do not violate 


terms of Biddle's order. 


14, SELF-INSURANCE. More than half of the 48 states 
are self-insurers paying fire losses on state prop- 
erty from appropriations, bond issues or special 
funds set up for that purpose according to recently 
completed study by Maryland Legislative Council. 
Commercial insurance companies protect rest of the 
states against fire loss to state property. Twr 
general plans for financing self-insurance are in 
use. In one, payment of losses is made from current 
appropriations or by special bond issues; the other 
provides for building up of a reserve fund from 
which losses can be met without affecting current 
funds or necessitating a bond issue. 


15. CIVILIAN DEFENSE. Medical and hospital expenses 
and monthly benefits will soon be provided to volun- 
teer civilian defense workers injured in line of 
duty. A fund of $5,000,000 earmarked for that pur- 
rose was recently authorized in a directive signed 
by President Roosevelt. Government had originally 
planned to provide civilian war risk insurance 
throvgh Pepper Bill which failed of passage at last 


will automatically exclude such receipts © 
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session of Congress. Senator Pepper has reintro- 
duced this measure (S. 450) and if passed by pres- 
ent session of Congress will nullify temporary re- 
lief plan set up as result of President's directive 


16. EXPENSE LOADING. Application of the Texas Em- 
ployers Insurance Company for a reduction in the 
Texas workmen's compensation expense loading from 
present allowable 40.15% to 35.20% was denied by 
state Board of Insurance Commissioners on January 
5. Total reduction requested amounted to 4.95% of 
which 4.43% was to be taken from one expense ele- 
ment -- acquisition cost. Texas Employers in its 
arguments on behalf of proposal. contended insur- 
ance companies had and were making excessive prof- 
its; and that the expense elements should be based 
on the combined operating costs of both stock com- 
panies and direct writing carriers. 


17. IDAHO COMMISSIONER. Appointment of Howard M. 
Cullimore as director of Insurance of Idaho has 
been announced by Governor C. A. Bottolfsen. The 
new director, a prominent local agent of Rexburg, 
succeeds Jack Jenifer. 


18. STANDARDIZATION. Adoption of standard provi- 
sions for two personal liability policies -- the 
comprehensive personal liability policy and the 
schedule personal liability policy -- announced by 
American Mutual Alliance and National Bureau of 
Casualty and Surety Underwriters on January ll. 
Number of changes in manual rules and classifica- 
tions were made for purpose of broadening scope of 
coverage and simplifying its application. Rates 
were also materially reduced. 


19, MICHIGAN COMMISSIONER. Selected to head the 
insurance department of the state of Michigan is 
Horace B. Corell. The new commissioner is a veteran 
insurance supervisory authority, having a record of 
24 years service with the Michigan department. Dur- 
ing 15 of these years he served as deputy. 


20. SECOND INJURY FUND. Governor J. Howard McGrath 
of Rhode Island has proposed establishment of a 
"second injury" workmen's compensation fund to be 
financed by special tax on insurance carriers op- 
erating in state. Fund will operate to remove 
obstacles which prevent disabled or handicapped 
workers from getting employment. It will offer in- 
ducement to employers to hire such disabled work- 
ers because they are no longer penalized when these 
workers sustain a second injury. Similar provi- 
sions to take care of extra cost of second injuries 
are already in effect in Massachusetts, New Jersey, 
New York, and Pennsylvania. 


21. PENNSYLVANIA COMMISSIONER. Directing the af- 
fairs of the Pennsylvania Insurance Department for 
the next four years will be Gregg L. Neel, Pitts- 
burgh real estate man and local insurance agent. 
Long active in Republican politics he was western 
manager and chairman of Alleghany County for Gover- 
nor Martin during recent election. New appointee, 
born in Brownsville, Pennsylvaia in 1893, succeeds 
Ralph Alexander as state insurance commissioner. 


22. STOCK AGENTS. Forty-eighth annual meeting of 
National Association of Insurance Agents will be 
~ ge Pittsburgh's Hotel William Penn, October 


23. CUNNEEN. National Safety Council's War Produc- 
tion Fund to Conserve Manpower announces engagement 
of Terrence F. Cunneen, former manager of the In- 
Surance Department of the Chamber of Commerce of 
the United States, as field representative. Pur- 
pose of fund is to launch intensive counterattack, 
through tremendous organized drive to cut down ac- 
cidents, especially in industrial plants. Only one 
of every 8 industrial establishments is now fully 
covered by safety program. 


24. GOUGH. Completion of 50 years of continued 
service with the New Jersey Department of Banking 
and Insurance was marked by Cristopher A. Gough 
on January 15. Mr. Gough, deputy commissioner in 
charge of insurance, is one of the best and most 
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widely known insurance supervisory officials in the 
United States. Appropriate ceremonies held by De- 
partment employees to honor Mr. Gough on his golden 
anniversary. 


25. HOSPITALIZATION. Conviction of the American 
Medical Association and its District of Columbia 
affiliate for violation of the Sherman Anti-Trust 
law has been affirmed by United States Supreme 
Court in unanimous ruling. Medical group was 
charged with conspiring to obstruct activities of 
Group Health, Inc., a government employee sponsor- 
ed non-profit corporation organized to provide medi- 
cal care and hospitalization on a risk sharing 
basis. To prevent Group Health, Inc. from carry- 
ing out its object, indictment charged, defendants 
conspired to coerce practicing physicians, members 
of the petitioners, from accepting employment un- 
der Group Health, Inc., to restrain practicing 
physicians, members of petitioners, from consulting 
with doctors employed by Group Health, Inc., and 
to restrain hospitals in and about Washington, D. C. 
from affording facilities for care of patients be- 
ing treated by physicians employed by Group Health. 
Thurman Arnold, Assistant Attorney General, prose- 
cuted the case. 


26. R.E.A. COOPERATIVES. Articles of Incorporation 
for organization of Rural Mutual Fire Insurance 
Corporation and the Rural Mutual Casualty Insur- 
ance Corporation issued at Baltimore, Maryland. 
These carriers sponsored by the National Rural 
Electric Cooperative Association will provide pro- 
tection only for R.E.A. financed cooperative elec- 
tric systems that are members of N.R.E.C.A. Neither 
members of that Association or other R.E.A. financed 
cooperatives are under compulsion to carry their 
insurance lines with these new mutuals. One of 
primary aims of both carriers is to lower net in- 
surance cost to the cooperatives by effecting a re- 
duction in loss ratio. No attempt will be made to 
insure property on workmen's compensation coverage 
of individual farmers, even if they are members of 
a R.E.A. Cooperative. Insurance of these coopera- 
tives is at present carried with some 400 companies, 
including both mutual and stock carriers. 


27. MISSOURI HEARINGS. Chicago phase of hearings 
which for some months have been conducted in various 
cities throughout the country by Attorney General 
Roy D. McKittrick in his ouster suit against 128 
stock fire companies involved in "Missouri Conm- 
promise" have been completed. Russell D. Hobbs, 
manager of the Western Actuarial Bureau, John C. 
Harding, vice president of Springfield Fire and 
Marine, and Charles F. Thomas, manager of Western 
Underwriters Association, were witnesses cross- 
examined by company attorneys before Chicago hear- 
ing adjourned. Hearings were resumed in St. Louis 
on February 8 with questioning of Paul Terry, man- 
ager of the Missouri Inspection Bureau. Following 
completion of St. Louis session, McKittrick expects 
to wind up his case. 


28. CRONIN DIES. John W. Cronin, vice president 
and general counsel of the Liberty Mutual Insurance 
Company, died suddenly in his home in Watertown, 
Massachusetts, on January 26. He was sixty years 
old. He joined Liberty Mutual in 1912 as an attor- 
ney, in 1917 was appointed general attorney for the 
company, and in 1922 was elected vice president and 
general counsel. Since 1929 he had also served as 
general counsel of the United Mutual Fire Insurance 
Company. 


99, PINK LEAVES OFFICE. Stepping down as Superin- 
tendent of Insurance of the State of New York on 
Jan. 30, to assume his new duties as President of 
Associated Hospital Service of New York was Louis 
H. Pink. His resignation was to have been effective 
on the first of the year but he consented to con- 
tinue in office through January. Until successor 
to Pink is selected by Gov. Dewey, insurance depart- 
ment will be under supervision of first deputy 
Thomas J. Cullen. 
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Explosions and Fire Policy 


(Continued from page 8) 


as an excuse to avoid liability for 
loss by fire ensuing upon an explo- 
sion despite the specific provision in 
the standard policy assuming liabil- 
ity for loss by such ensuing fire. On 
their face there might appear to be 
a conflict between the explosion 
clause and the provision that “if a 
building, or any material part thereof, 
fall except as the result of fire, all 
insurance by this policy on such 
building or its contents shall im- 
mediately cease.” But every court 
to which the argument has been ad- 
dressed has held that the express pro- 
vision of the explosion clause gov- 
erns, so that the company remains 
liable for the loss by fire ensuing upon 
an explosion even if the explosion 
caused part of the building to fall.” 
Attorneys for insurance companies 
nevertheless continue to press the 
argument in those States where the 
courts have not yet had occasion to 
pass upon the issue. 
ee ee , 
Conclusion 
T is obvious to insurance men, 
even if not to insurance policy- 
holders, that the fire insurance pol- 
icy affords no protection against loss 
by explosion where fire is not in- 
volved in any way. What may not 
be fully recognized, however, is that 
neither does the modern policy cover 
damage by such an explosion as is 
caused by the flame of a match or 
cigarette coming in contact with gas 
or other explosive substance even if 
a fire is simultaneously produced. 
Nor may it indemnify against the 
loss by explosion occurring on prem- 
ises other than the insured prop- 
erty, irrespective of the cause of the 
explosion and despite its having re- 
sulted from a raging fire in the 
building immediately adjacent. And 
even if the circumstances of the 
mishap are actually such as to bring 
the case within the rules of law per- 
mitting recovery for all or part of 
the damage the practical difficulties 
of proving the facts may defeat re- 
covery. From the very nature of 
the destruction caused by the com- 
bined effect of a fire and explosion 
it is frequently difficult, if not im- 
possible, to ascertain the origin of 
the accident or to separate the dam- 
age caused by the combustion from 
that caused by the concussion. 

In order to secure protection 
against such hazards extended cov- 
29 Dows v. Faneuil Hall Ins. Co., 
346 (1879); John Davis & Co. v. Ins. Co. of 
North America, 115 Mich. 382, 73 N.W. 392 
(1897); Rossini v. St. Paul Fire & Marine Ins. 
Co., 182 Cal 415, 188 Pac. 564 (1920); West- 
chester Fire Ins. Co. v. Chester-Cambridge 


—_ & Trust Co., 91 F. (2d) 609 (C.C.A. 3d, 
1937). 
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erage is needed. Discussion of the 
means by which that protection may 
be secured is not within the limited 
scope of this article: insurance sales 
representatives are aware of the ex- 
isting explosion policies, supple- 
mental contracts and fire insurance 
policy ridérs. Each producer is com- 
petent to determine the question in 
relation to the hazards affecting the 
particular client. In some instances 
the “inherent hazard” endorsement to 
the fire policy may be sufficient. In 
perhaps the majority of cases pru- 
dence may require the supplemental 
contract or “simple” explosion pol- 
icy which protects against all ex- 
plosion hazards (with the exception 
of those of steam boilers and similar 
presure containers) — whether they 
be inherent to the premises, off-prem- 
ise hazards, or of malicious origin 
not connected with military opera- 
tions. Still other cases may call for 
the steam-boiler explosion policies 
issued only by casualty companies. 

But, if any lesson at all is to be 
learned from this article, it is that 
some direct or consequential explo- 
sion coverage, not provided by the 
fire policy, is needed by everyone. 
To the small property-owner, apart- 
ment-dweller, merchant and manu- 
facturer, no less than to the owner 
of a large industrial establishment 
with special risks, the hazard from 
some form of explosion, equally with 
the direct risk of fire, is, to borrow 
Judge Cardozo’s phrase, “within the 
range of normal apprehension.”*® 
Rooted in that assumption was the 
suggested legislative revision of the 
New York standard fire policy 
whereby protection against the more 
common explosion hazards would be 
automatically extended to every pol- 
icyholder.*! 

Purchase of a fire insurance policy 
undeniably denotes prudence in the 
purchaser. But that so few such 
prudent persons also have some ex- 
plosion coverage is due to their ig- 
norance of the limitations of the fire 
policy and of the relatively nominal 
cost of procuring the necessary ad- 
ditional protection. The responsibil- 
ity devolves upon those in the insur- 
ance business, as the possessors of 
the requisite specialized experience 
and superior knowledge, to take the 
initiative in educating the public. In 
discharging that responsibility they 
will render a service to themeselves 
as well as to the public. 

30 Bird v. St. Paul Fire & Marine Ins. Co., 
224 N.Y. 47, 120 N.E. 87 (1918), quoted supra, 
note 22, 

31 N.Y. Sen. Int. No. 454, Prt. No. 492 
(1941). The bill did not pass. A law prescribing 
a revised standard fire policy was enacted by 
the 1942 Legislature, to take effect July 1, 1943, 
but no substantial change was made respecting 
the explosion clause in the present standard 


policy (N.Y. Laws 1942, c. 900, policy lines 
36-37). 


Moore Named Director of 
Public Relations 


APPOINTMENT OF BENNETT L, 
MOORE, VICE-PRESIDENT OF THE LIB- 
erty Mutual Insurance Company, to 
direct the public relations activities 
of the carrier has been announced 
by president S. Bruce Black. 

Mr. Moore has been director of 
sales promotion and advertising for 
both Liberty Mutual and its asso- 
ciate company, United Mutual Fire 
Insurance Company, since 1926. In 
1934 he was made assistant vice- 
president and in 1938 he was elected 
vice-president. 

The Liberty Mutual will continue 
during 1943 its nation-wide adver- 
tising campaign in newspapers and 
magazines to “smash the 7th col- 
umn — and help win the war” by 
striking at carelessness and indiffer- 
ence, which cause far greater loss 
of life, accidental injury, and de- 
struction of property than the spies 
and saboteurs of the Axis fifth col- 
umn and the confusion and waste 
spread throughout America by rumor 
mongers of the sixth column. 


Veteran Journalist Dies 


GEORGE A. WATSON, FOR THE PAST 
25 YEARS ASSOCIATE EDITOR OF THE 
National Underwriter in the publi- 
cation’s New York City office, died 
January 14 in Plainfield, New Jer- 
sey, of a heart ailment. 

Earlier in his career Mr. Watson 
had been associated with the Specta- 
tor, 


time he was part-owner of the East- 
ern Underwriter. 





OUR MEN NEED 
BOOKS 





SEND 


ALL YOU CAN SPARE 


GIVE A BOOST WITH A BOOK 
—Good books, in good condition, 
are wanted by the 1943 VICTORY 
BOOK CAMPAIGN for men in all 
branches of the service. Leave 
yours at the nearest collection 
center or public library. 
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Complete protection against the many hazards to his property is the desire of the householder 


Complete 


Coverage 


By WILLIAM H. RODDA 


ANKIND seems to have in- 
M herited a strong desire for 
¥ security. It is not so many 
years ago that the traveling medi- 
cine man played upon this desire 
by selling marvelous “cure-alls” 
that were guaranteed to keep one 
from pain and to assure a long 
and vigorous life. Large numbers 
of people bought quantities of the 
Indian root bitters on the mere 
statement that they would cure 
various and sundry ills, even 
though the virtues claimed were 
obviously impossible. In our mod- 
ern life the social security laws and 
President Roosevelt’s “Four Free- 
doms” are public manifestations of 
human wish for the elimination of 
want and worry. 

Many of us in the insurance busi- 
ness have seen insurance salesmen 
appeal to this trait of mankind and 
make huge sales by promising that 
“This policy covers anything that 
can happen.” Sometimes, like the 


purchaser of the patent medicine- 
man’s Indian bitters, the purchaser 
of the insurance policy learned to 
his sorrow that there were many haz- 
ards that his policy did not cover. 
Public demand for complete pro- 
tection against loss of property has 
developed in recent years because of 
the greatly increased hazards. A hun- 
dred years ago a man’s property was 
considered reasonably well protected 
if he carried insurance to protect 
against fire, lightning and windstorm. 
Today there are the additional haz- 
ards of explosion, smoke from faulty 
heating equipment, runaway auto- 
mobiles, falling aircraft, broken wa- 
ter pipes, and other modern devices 
which may go out of control. New 
inventions make it increasingly diffi- 
cult to list in an insurance policy all 
of the things that can destroy a man’s 
property. But the policyholder wants 
to be protected against a catastrophe 
whether it is caused by fire, wind, 
flood, earthquake, or by some rare 
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occurrence that could not be fore- 
seen by even the most astute person. 
The property owner does not under- 
stand why an insurance company is 
willing to protect his belongings 
against some hazards and not against 
others. It must be admitted that the 
insurance business, to a large extent, 
has not kept pace with the develop- 
ment of mechanical hazards to which 
property has become subject. 


During recent years there has been 
a tendency on the part of insurance 
companies to come closer to the pub- 
lic’s desire for a policy which will 
cover anything that may happen. The 
standard life insurance contract of 
today has only minor exclusions and 
usually after a short period of time 
becomes incontestable for any cause. 
In the field of property insurance 
there has been a general broadening 
of insurance coverage. A major step 
was the addition of the “Extended 
Coverage’ endorsement to the fire 
policy which provides protection 
against loss from windstorm, hail, 
explosion, riot, smoke from faulty 
heating apparatus, and damage from 
vehicles or aircraft. Important haz- 
ards not yet covered by this single 
policy are earthquake, war risk, flood, 
and bursting water pipes. Some of 
these may be added to the fire policy 
by endorsement or covered sepa- 
rately. The comprehensive policy for 
automobile insurance broadened the 
coverage materially in that field, and 
in the new realm of aircraft insur- 
ance it is common practice to issue 
“all risk” policies on airplanes. This 
tendency is further shown in casu- 
alty insurance by the new compre- 
hensive personal liability policy which 
combines coverages formerly sold 
separately. 


The broadening of coverage against 
loss to movable property has been 
accomplished largely by means of in- 
land marine policies. The designation 
“inland marine” is really 4 misnomer, 
since very little of the property cov- 
ered by such policies has any rela- 
tion to marine insurance or marine 
hazards, 


Inland marine insurance might be 
more properly called “inland transit” 
insurance, since in theory at least 
there must be some relation to trans- 
portation in connection with prop- 
erty covered by such a policy. This 
association with transportation be- 
comes rather farfetched in some 
cases. Although bridges and tunnels 
are stationary properties, they may 
be covered by an inland marine pol- 
icy because they are instrumentali- 
ties of transportation. For a similar 
reason a radio broadcasting tower 
can be covered by an inland marine 
policy because it is an instrumental- 








16—February, 1943 


ity of communication. However, the 
toll house at the entrance to the 
bridge and the building housing the 
radio transmitting equipment cannot 
be covered by an inland marine pol- 
icy. The difference between the toll 
house and the bridge itself is an ar- 
bitrary distinction based on the rule 
that no building can be insured un- 
der an inland marine policy. 


N important development in the 
direction of complete insurance 
coverage is the increasingly wide- 
spread acceptance of the Personal 
Property Floater. There are only 
a few states in which it has not yet 
been approved. It is written as an 
inland marine policy, although it cov- 
ers property which is normally situ- 
ated at a fixed location for long 
periods. It makes little difference 
whether the policy is called an in- 
land marine policy or by some other 
name. The important fact is that a 
means is being found to meet the 
natural and reasonable public de- 
mand for an all-risk insurance policy. 
The Personal Property Floater is 
a radical departure from the usual 
property insurance policy because it 
insures against all risks of loss or 
damage except for a few excluded 
hazards. It covers not only the as- 
sured’s possessions but also those of 
his family and everything used or 
worn by them, even though some of 
them may be owned by others. This 
form covers all of the unusual and 
unexpected losses that a specified 
perils policy does not cover. Among 
the unusual losses which have been 
paid under Personal Property Floater 
policies are damage resulting from 
the assured’s pet dog chewing a hole 
in a rug, and the spilling of a can of 
paint on an expensive fur coat. Loss 
of property is covered even though 
it be the result of pure negligence on 
the part of the assured. Because of 
this extremely broad coverage, one 
of the cardinal ‘ogee of under- 
writing is that this policy be issued 
only to people with careful habits and 
of the highest moral standing. 

From this broad coverage certain 
exclusions are made, and it is im- 
portant that both the insurance com- 
pany and the policyholder under- 
stand them. The first important basis 
for exclusions is the principle that 
insurance is not intended to pay for 
the results of normal use. Thus, the 
policy excludes loss caused by wear 
and tear, dampness, extremes of 
temperature, deterioration, moths, in- 
herent vice, mechanical breakdown 
and the breakdown of electrical ap- 
paratus due to electricity. All of 
these effects may be expected to ap- 
pear as an article is used and may 
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be summarized loosely in the word 
“depreciation.” The present concept 
of property insurance does not allow 
for the accumulation of a depreciation 
reserve in the manner that a life in- 
surance policy builds up a reserve 
against the certainty of death. Un- 
der this present concept it is reason- 
able that such wear and tear be ex- 
cluded even from an “all-risk” in- 
surance coverage. 

It is also a generally accepted prin- 
ciple that the assured should be re- 
quired to stand the cost of ordinary 
carelessness. Thus, there are ex- 
cluded from coverage losses caused 
by the breakage of brittle articles 
such as eye glasses, glassware, statu- 
ary and porcelains unless caused by 
fire, theft or similar casualty. The 
primary object of this exclusion is 
to eliminate the numerous small 
claims that would arise from broken 
glasses, chinaware and similar ar- 
ticles. These losses form the bor- 
derline between ordinary wear or use, 
and accidental damage. The exclusion 
attempts to set the line of demarca- 
tion. 

Another clause excludes war dam- 
age. This has always been considered 
a subject for separate underwriting. 
Contemporary thought goes a step 
further and makes war damage a 
national catastrophe and as such in- 
surable under a Federal arrangement. 

Eliminated f-om coverage are ani- 
mals, automobiles, motorcycles, air- 
craft, boats, and property of any gov- 
ernment. These articles would nor- 
mally be insured separately and the 
exclusion is necessary to avoid dupli- 
cate coverage. Only $250 blanket 
coverage is provided for jewelry, 
watches and furs. If the total value 
of such articles exceeds that amount 
it is necessary to list them individu- 
ally with a specific value for each. 
This requirement results in a de- 
termination of the value of the more 
costly articles in advance of a loss. 
Frequently an appraisal is required 
by the insurance company before the 
declared values will be accepted. 
This helps to avoid disputes in con- 
nection with an adjustment after the 
articles have been destroyed or se- 
verely damaged by some casualty. 
Similarly, coverage on money, secur- 
ities and tickets is limited to $50 al- 
though this amount may be increased 
to $250 upon payment of an addi- 
tional premium, 


HE Personal Property Floater 

is intended to protect the poli- 
cyholder against serious loss or catas- 
trophe whatever its cause. It will 
be seen that a properly written Per- 
sonal Property Floater would cover 
all major losses to personal prop- 


erty except losses from war damage 
and related hazards. The limitations 
and restrictions are intended to elim- 





inate some small losses and limit the © 


amount of recovery in other cases 
where particular types of property 
are involved. 


It appears that the os 


Personal Property Floater goes about © 


as far as possible towards granting 4 


real all-risk coverage. 


The basic rate for the 
Property Floater is the fire insurance 
rate upon the contents of the assur- 
ed’s principal residence. To this is 


added a loading which is considered 
sufficient to cover the all-risk nature | 


of the policy. Substantial credits 
are given for the use of deductible 
clauses. However, the 


of the type which result from care- 
lessness on the part of the policy- 
holder. The deductible policy is also 
of benefit to the policyholder because 


deductible 7 
features do not apply to the hazards 
usually covered under fire and ex- 7 
tended coverage policies nor to loss | 
by burglary or holdup. The deduct- 7 
ible policy is advantageous to the ~ 
insurance company since it eliminates | 
many small and troublesome losses |~ 


Personal 


of the substantially lower premium |~ 


that he pays for it. Under a deduct- 
ible policy he has full coverage for 7 
loss by fire and the usual accompany- 7 
ing hazards, and is covered for any 7 
catastrophe loss which he may suffer. 7 
The deductible amounts applying to © 
other losses are reasonable, usually 7 


being $15 or $25. 


Now that the Personal Property ~ 
Floater is available throughout a ~ 
large part of the country, the house- — 
holder joins the exclusive group of ~ 
assureds for whom there is available 7 
an insurance policy which gives al- ~ 
most complete coverage against prop- | 


erty loss. In this respect the house- © 


holder is in the same favorable situ- § 
ation as owners of bridges and tun- © 
nels, owners of fine arts, expensive % 
and © 


jewelry, musical instruments 


certain other special risks. It is nat- 7 


ural that the “all-risk” insurance pol- 7 
icies were originally developed for use 7 
in connection with properties which 7 
are subject to a multitude of haz- 7 
A building or stock of mer- 7 


ards. 
chandise is normally subject to a 
limited number of hazards, most of 


which can be specified in an insur- | 


ance policy. Movable property, on 
the contrary, such as jewelry, cloth- 
ing, fine arts and so on, is subject 
to such a wide variety of hazards that 
it would be extremely difficult to list 
them all in an insurance policy. The 


more logical procedure is to cover © 


the property for damage from any 
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cause, with the exception of the dam- @ 


age from normal wear and tear. It is 7 
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Functions of a Rating Bureau 


An Address 
By E. W. SAWYER 


ATTORNEY, NATIONAL BUREAU OF 
CASUALTY AND SURETY UNDERWRITERS 


Before the 


Risk Research Institute, Inc., 


Jan. 28, 1943 


insurance companies to cooper- 

ate in rate-making, among other 
principles of free enterprise, is un- 
der attack, it may be well to review 
the purposes and functions of rating 
organizations. 

‘ree enterprise has built in our 
country a business economy which 
is the envy of every nation. The 
most important stabilizing factor in 
that economy is insurance. Through 
insurance business avoids the crip- 
pling impact upon its financial struc- 
ture of severe losses which cannot be 
anticipated. Huge sums which oth- 
erwise would be held as reserves may 
be freely employed and credit, which 
is so indispensable to our system, may 
be freely used. Insurance has become 
so intimately a part of our economy 
that its function as a stabilizer is 
easily overlooked. 

It is not difficult to appreciate the 
importance of having this stabiliz- 
ing factor stabilized. The failure of 
any single unit of business is a catas- 
trophe for those interested in it and 
may affect, directly and indirectly, 
many other units of business. - But 
the failure of an insurance carrier 
may seriously affect all units of busi- 
ness insured by it. Both socially and 
economically the failure of an insur- 
ance carrier is a far greater calamity 
than the failure of any other unit 
of business of comparable size. 

The stability of an insurance car- 
rier, however expert its underwrit- 
ers and however competent its en- 
gineering and claims personnel, de- 
pends in the final analysis upon ade- 
quacy of the rates upon which its 
premiums are based. To warrant the 
confidence reposed in it as a stabiliz- 
ing factor, insurance must stabilize 
itself through use of adequate rates. 

In most businesses selling price is 
determined upon accurate knowledge 
of the expense of doing business and 
of the cost to the seller of the article 
to be sold. In insurance the carrier 
is dealing in the future. While it may 
know the actual cost of doing busi- 
ness, the cost of the article sold — 
protection — must be estimated. To 
the extent to which the future will 
duplicate the past and to the extent 
to which a carrier has reliable rec- 
ords of the past, it can with reason- 
able safety estimate the cost of its 
product. But to the extent to which 


iF these days when the right of 


the future will not repeat the past 
and to the extent to which a carrier 
lacks reliable records of past ex- 
perience, it is guessing when it at- 
tempts to fix adequate rates. Under 
pressure of keen competition its 
guesses are not likely to err in a 
conservative direction. 

How can a carrier be certain that 
its rates are adequate? Unless it has 
available a record of the past com- 
bining the experience of several ‘car- 
riers it cannot be certain. No carrier 
has a sufficient volume of business 
to enable it to make rates for the 
many covers, classes of risks and 
territories on the basis of its own 
experience. Rates made by each car- 
rier on its own experience would 
vary greatly. The volume of experi- 
ence of each is too small to permit 
proper function of the law of large 
numbers. 

The only satisfactory manner of as- 
suring adequacy is to base rates upon 
the combined experience of many 
carriers. Only through an adequate 
volume of experience can the results 
of chance be eliminated. The greater 
the volume of combined experience 
the greater the likelihood that the 
experience will be repeated and that 
rates based upon it, modified upward 
or downward to reflect changed or 
changing conditions which will pre- 
vent the future from duplicating the 
past, will prove adequate to meet the 
losses which develop. 

Early in our insurance history the 
Supreme Court held that insurance 
is not commerce. This decision left 
insurance subject to state control. 
Many states, through adoption of 
anti-compact statutes, sought to force 
competition in rate-making by for- 
bidding cooperation between carriers. 
Whatever value competition in cost 
may have as a regulating factor in 
other businesses, it proved wholly 
unsound in insurance. It led to rate 
wars and other practices which seri- 
ously endangered the stability of car- 
riers. This effort to force competition 
has been abandoned in nearly all 
states and has been replaced by gen- 
eral recognition of the necessity and 
desirability of cooperation. In many 
states cooperation under state regula- 
tion is compulsory. 

To combine experience of many 
carriers there must be an agency to 
collect, compile and analyze data and 
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to compute and promulgate rates 
based upon that data. An agency 
maintained for this purpose is a rat- 
ing bureau. There are separate bu- 
reaus for the major divisions of in- 
surance and often separate bureaus 
for kinds of insurance within a major 
division. There is a great variety in 
rating bureaus due to differences in 
state statutes. A bureau may be cre- 
ated or required by a state statute, 
in which case the bureau functions 
only in the state which creates or 
requires it. Or a state statute may 
require membership in a bureau with- 
out creating one, in which case an 
existing bureau must be used or one 
must be created by the carriers. Or 
a bureau may be voluntarily main- 
tained by a group of carriers. In the 
latter case the bureau may function 
in any or all of the states in which 
the law does not establish or require 
local rating organizations. 

However rating organizations ex- 
ist, their functions are largely the 
same. In my discussion of their func- 
tions I shall have in mind rating 
organizations which deal with rates 
for casualty insurance because I am 
more familiar with their activities, 
but what I say will be generally ap- 
plicable to all rating bureaus. 


EFORE any bureau can function 

it must collect experience data 
from its members. In order that ex- 
perience of many carriers may be 
combined it is necessary that the data 
collected be homogeneous. The busi- 
ness of each carrier must be classi- 
fied in the same manner, all must use 
the same territories and _ territorial 
definitions and there must be sub- 
stantial uniformity of coverage. If 
there is no uniformity on these points 
combined "experience is obviously of 
little value. We were taught in our 
early experience with arithmetic that 
if we try to add apples and pears, the 
sum is neither apples nor pears. But 
if there is substantial uniformity the 
experience is homogeneous and may 
be combined. 


To procure the necessary degree 
of homogeneity a bureau adopts man- 
ual rules which delineate the scope 
of coverage to be afforded and the 
manner in which the insurance is to 
apply. It also adopts a statistical plan 
which requires that experience data 
submitted to it be handled and re- 
ported in the same manner by each 
member. Through manual rules and 
statistical plans, sometimes supple- 
mented with standard policy forms, 
a bureau is able to establish a reason- 
able degree of homogeneity in the 
experience which it combines for 
rate-making purposes. 
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In states in which all carriers are 
required to observe the rates and 
rules of a bureau the experience on 
which rates are made is the com- 
bined experience for all insurance 
written in that state. In those in- 
stances in which the combined ex- 
perience is inadequate to eliminate 
the result of chance, it is customary 
to give weight to experience in other 
states. But in states in which car- 
riers are not required to comply a 
bureau is forced to rely upon the 
voluntary compliance of its members. 
This means that in some states a 
bureau is forced to make rates upon 
the combined experience of its mem- 
bers only, which may be a smaller 
volume than it would prefer to have 
available. In such states the bureau 
may find it necessary to give weight 
to existing factors not reflected in 
the experience of its members. 

Having collected and compiled the 
experience of its members, the bu- 
reau is ready to function. A bureau 
operates through committees selected 
from its membership. There is usu- 
ally a governing or executive com- 
mittee which controls the bureau’s 
activities in all matters not reserved 
for determination by the members. 
In addition there are as many com- 
mittees of specialists as needs require, 
such as committees of underwriters, 
lawyers, claimsmen and _ actuaries. 
Each committee functions with re- 
spect to matters within its province. 
The action of each of these commit- 
tees is subject to approval by the 
governing or executive committee or 
by the members. 

Now let us consider a few of the 
major functions of a bureau. Time 
will not permit discussion of detail. 
I shall confine my discussion to three 
functions — rate-making, rule and 
forms making and public relations. 

In states in which rates are sub- 
ject to control there are usually statu- 
tory standards for rate-making. In 
general it may be said that, irrespec- 
tive of statutory standards, the aim 
of a bureau is to make rates which 
are adequate, reasonable and equit- 
able. Adequacy is to protect the pub- 
lic against insolvency of carriers. 
Reasonableness is to protect the pub- 
lic against excessive charge. Equity 
is to protect the public against un- 
equal application of the rates or un- 
fair discrimination. 

I have stated these standards in 
terms of protection to the public. 
They are also standards essential for 
the well-being of the carrier. Ade- 
quacy to prevent insolvency is of 
vital interest to the carrier. Reason- 
ableness is also important to the car- 
rier because insurance cannot be sold 
at excessive rates. Equity in rates is 
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perhaps of even greater interest to 
the carrier than to the public, yet 
its importance to the carrier is often 
entirely overlooked. Because the es- 
tablishment of rates which are equit- 
able between insureds is so impor- 
tant to carriers and because it 
occupies so much of the time and 
effort of bureaus, I wish to discuss 
it in greater detail than the other 
functions. 

Rates based upon combined ex- 
perience, with no recognition given 
to differences in the hazards of in- 
dividual insureds, would be average 
rates. It would be relatively simple 
to make rates on this basis which 
would be adequate if all continued to 
insure at those rates and which would 
be reasonable if the principle of aver- 
aging could be accepted on so broad 
a basis. But the resulting rates would 
hardly be equitable. Insureds with 
lesser hazards would be penalized and 
insureds with greater hazards would 
be benefited. 

One of the most difficult tasks in 
rate-making is to make the rates 
equitable. Various methods are used 
to segregate insureds into groups 
having essentially the same hazards, 
and to vary the rates in accordance 
with the variation of the group from 
the average. This may involve clas- 
sification by territory, by operations 
or by inherent differences in objects 
to which the insurance applies. How- 
ever it is done, the classification can- 
not be sufficiently refined to establish 
complete equity because no two in- 
sureds have identical hazards. The 
classification system is often supple- 
mented by merit rating plans which 
recognize rate-wise the difference be- 
tween hazards of insureds within a 
class. 


It must be remembered that the 
process of establishing equity in rates 
is complicated by the necessity of 
balancing, that is, the aggregate 
amount necessary for losses must 
not be reduced. Consequently every 
reduction from the average must be 
compensated by an increase in order 
that the total premiums will equal 
the amount which the experience in- 
dicates will be necessary to meet all 
losses. 


It is easy to see that the estab- 
lishment of equitable rates is fair 
and right so far as the insured is con- 
cerned. Why is it important to the 
carrier? The margin for profit in 
rates which meet the qualifications of 
both adequacy and reasonableness is 
not great. If rates were not adjusted 
to establish reasonable equity some 
insureds would be charged substan- 
tially more than their proper por- 
tions of the losses, while others would 
be charged substantially less. Those 


insureds who contributed less than 
their proper shares would continue 
to insure at the average rates. Those 
who contributed more than their 
proper shares would try to obtain 
insurance at lower rates because of 
their better loss records. Competition 
is extremely keen and it is probable 
that insureds with better than aver- 
age hazards could obtain insurance 
at less than average rates. If a car- 
rier should lose the more desirable 
insureds in this manner and retain 
the less desirable, the margin for 
profit would not be adequate to pre- 
vent an underwriting loss. Hence the 
importance to the carrier of rates 
which are equitable between insureds. 
* . e 

| states in which rates are con- 

trolled all carriers must use the 
rates filed by them or for them, and 
the problem of competition in rates 
is narrowed to competition based 
upon such differences as exist in the 
filed rates. Normally such differ- 
ences are percentage deviations ap- 
plicable to all rates. In states in 
which rates are not controlled com- 
petition in cost of insurance is keen 


and unlimited. Members of a bureau © 


normally try to observe the rules and 
rates of its bureau, yet to protect 
their business from carriers willing 
to accept the better business at rates 
lower than the rates of the bureau, 
members must have methods of 
meeting competition from non-mem- 
ber companies. Otherwise the more 
desirable business would flow to the 


non-member carriers and the mem- @ 
bers would be left insuring the less § 
desirable business. Because rates can- § 


not be refined sufficiently to prevent 
some averaging of good and poor in- 
sureds, the result would be inade- 
quacy of the bureau rates. 

For some unaccountable reason 
there is a feeling that members of a 
bureau should not be permitted to 


depart from the bureau’s rates, even § 
though non-member carriers may use J 


any rates they choose. In states in 


which no rate control exists the only § 
basis upon which any carrier can fix & 


its rates is upon experience collected 
by a bureau. In such states all car- 
riers, non-members as well as mem- 
bers, use the bureau rates at least for 
advisory purposes. It is difficult to 


follow the logic of those who believe | 


that carriers voluntarily assuming 
the cost of maintenance of a bureau 


to make rates for a state in which § 


they are not required to make rates 
should not be allowed to meet com- 
petition from non-member carriers 
who assume no such obligation. If 
such reasoning should prevail it could 
be readily met by a bureau. The bu- 
reau could continue to make rates for 
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such states but only for the informa- 
tion of member carriers, leaving its 
members free to compete on the same 
basis as non-members but with the 
advantage of knowledge of indicated 
rates. 

These are some of the problems 
stemming from the necessity of mak- 
ing rates equitable. They illustrate 
not only why this phase of rate-mak- 
ing is so important but why it occu- 
pies so much of the attention of rat- 
ing bureaus. 

The activities of rating organiza- 
tions in making manual rules and 
standard policy forms are closely re- 
lated to its rate-making activities. In 
types of insurance which must fol- 
low constantly changing conditions, 
liability insurance for example, there 
is constant change in manual rules 
and in policy forms. Emphasis has 
already been placed upon the neces- 
sity of homogeneity in experience re- 
ported to a bureau. Manual rules 
guide the members in the handling 
of all phases of insurance in the man- 
ner contemplated when the rates 
were made. The nearer the practices 
of the members approach uniformity 
the more nearly homogeneous the 
experience reported. 

In rate-controlled states manual 
rules as well as rates must be ap- 
proved and must be followed by all 
carriers in whose behalf filings are 
made. In types of insurance which 
are fairly stable there is not much 
change in manual rules. In liability 
insurance it is with great difficulty 
that manuals are kept abreast of 
changes. This is because there are 
so many changes in insurable haz- 
ards, either because of changes in 
statutory law, court decisions which 
raise new questions of liability or 
new hazards of liability created by 
business, 

Many changes in manual rules re- 
quire changes in existing policy forms 
or the creation of new forms. It is 
generally believed inadvisable to per- 
mit competition between member 
carriers over statement of coverage 
when all members are governed by 
the same manual rules. Such com- 
petition produces no benefit to any- 
one because coverage must be identi- 
cal irrespective of the manner in 
which the coverage is stated. Conse- 
quently we find that many rating or- 
ganizations have adopted standard 
policy forms which their members 
must use. Here again the result is a 
closer approach to homogeneity in 
the experience on which rates are 
based. 

es ¢ 


HE third function of a bureau 
which I wish to mention is its 
public relations work. Strictly speak- 
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ing, there is no public relations func- 
tion of a rating bureau, yet every 
function of a bureau involves public 
relations. In my opinion no part of 
a bureau’s work is of more impor- 
tance than its attitude to and its re- 
lationship with the insuring public. 
If a bureau is one established by law 
or required by law, its existence is 
for the benefit of the public as much 
as for the benefit of the carriers. If 
a bureau is voluntarily maintained by 
carriers primarily for their own ben- 
efit, it must consider the public, its 
rights and its needs, because the time 
has long since passed when insurers 
can sell only what they themselves 
would prefer to sell. The belief is 
steadily growing among insurance 
executives that the best interests of 
the business require much _ closer 
study of the public need than was 
the practice for many years. So what- 
ever be the status of a bureau its 
public relations are important. 

It is my personal belief that the 
broader the understanding becomes 
that a bureau is a forum for discus- 
sion of public needs, in which all 
suggestions will be given a hearing, 
the greater will become the public 
confidence in the bureau and the 
greater its success in carrying out 
its work. 

I am frequently asked, now that 
the Supreme Court will soon be asked 
again to pass upon the status of in- 
surance in the general scheme of Fed- 
eral control of commerce between 
the states, what will be functions of 
rating organizations if insurance is 
held to be commerce subject to Fed- 
eral control and if agreements be- 
tween carriers are held to violate the 
Sherman anti-trust statute. I do not 
know what others think and I can- 
not undertake to express their views, 
but I can give you my own opinion. 

The pending prosecution of the 
fire companies is by indictment un- 
der the Sherman law. The Sherman 
law prohibits agreements in restraint 
of trade or commerce between the 
states. In the case of Paul vs. Vir- 
ginia, decided in 1868, the Supreme 
Court held that insurance is not com- 
merce. The decision was not, as fre- 
quently supposed, that insurance is 
not interstate commerce. The court 
held that insurance is not commerce 
at all. This decision was followed 
in subsequent decisions of the court. 
Not being commerce, insurance could 
not be interstate commerce, and con- 
sequently we have built up a system 
of state control. In many states car- 
riers are required by law to do things 
which would probably violate the 
Sherman law if it were held appli- 
cable to insurance. 


If we assume a complete reversal 


February, 1943—19 


of Paul vs. Virginia and a holding 
that insurance is commerce, or a de- 
cision that insurance is such an aid 
to commerce as to bring it within the 
scope of recent Supreme Court deci- 
sions, it would seem clear that all 
agreements between carriers to use 
the same rates would immediately 
become illegal notwithstanding state 
statutes requiring such agreements. 


Such a decision would not of itself 
subject insurance to Federal control. 
The authority of Congress to regu- 
late commerce between the states is 
a permissive power. The Constitution 
states that Congress may control it. 
Until Congress enacted legislation 
states would still have the right to 
control insurance, and presumably the 
rights of the states would be abro- 
gated only so far as Congress as- 
sumed control. A comparable situa- 
tion exists with respect to the lia- 
bility of employers to employees for 
injuries sustained in interstate com- 
merce. When Congress enacted the 
Federal Employers Liability Act ap- 
plicable to interstate commerce by 
rail, state laws ceased to operate with 
respect to injuries received by em- 
ployees in the course of duties fur- 
thering interstate commerce by rail. 
State workmen’s compensation laws 
cannot apply to such injuries but 
may apply to employments in inter- 
state commerce with respect to which 
Congress has not legislated. Conse- 
quently, as a result of reversal of 
Paul vs. Virginia or of a decision 
otherwise bringing insurance within 
the power of Congress, we might have 
no Federal control, complete Federal 
control or control divided between 
the Federal and state governments, 
depending upon the nature and scope 
of Congressional action. 


The only effect of conviction of 
the fire companies would be, there- 
fore, a determination that insurance 
is within the power of Congress to 
control and the Sherman law is ap- 
plicable to it. That would probably 
proscribe all agreements between 
carriers to use the same rates, and 
we would be back where we were 
when many of the states were try- 
ing, through anti-compact statutes, 
to force competition in rates. Free 
competition in insurance proved so 
unsatisfactory and disastrous that all 
of the states which enacted such stat- 
utes, with the exception of Missis- 
sippi and Iowa, subsequently either 
amended or repealed the statutes or 
indicated by enactment of other leg- 
islation a reversal of public policy 
with respect to insurance. Bureaus 
make rates for Mississippi and Iowa 
but the rates are advisory only. 


(Continued on page 23) 
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Texas Hearing on Workmen’s 
Compensation Insurance 


A PUBLIC HEARING WAS HELD BY 
THE BOARD OF INSURANCE COMMIS- 
sioners of the State of Texas in the 
State Office building at Austin on 
February 4 to consider matters per- 
taining to the writing of workmen’s 
compensation insurance in the state. 

Among the specific items discussed 
at the hearing were: 

1. Rate revision: consideration of rate 
classifications in connection with the 
normal annual rate revision. 

2. Experience rating plan: considera- 
tion of revision of or adoption of a 
three year multi-split rating plan. 

3. Paragraph one (b): consideration 
of the adoption of an endorsement form 
to clarify coverage under paragraph one 
(b) of the standard workmen’s com- 
pensation policy. 

4. Divided compensation risks: 
sideration of the adoption of an 
dorsement to take care of situations 
where more than one carrier is insur- 
ing a risk and where there is insurance 
on a portion of the risk and no insur- 
ance on the other portion. 

5. Manual rules and retrospective rat- 
ing plans. 


con- 
en- 


Southern Safety Conference 


A TWO-DAY WORKING 
OF SAFETY LEADERS OF THE SOUTH 
— Fifth Annual Southern Safety 
Conference — at which accident pre- 
vention measures relating to present- 
day war problems will be discussed 
will convene at the Hotel Peabody in 
Memphis, Tennessee, on March 1. 
Much attention will be given to pub- 
lic and industrial accident problems 
which cause manpower losses of di- 
rect concern to America’s war pro- 
duction program. These include prob- 
lems of accidents in plants and ship- 
yards, on streets and highways, at 
home and on the farm, in school, and 
the special problems affecting the 
woman war workers. 

At the formal opening of the con- 
ference Pyke Johnson, president Au- 
tomotive Safety Foundation, Wash- 
ington, D. C., will deliver the key- 
note address, following which an 
“all-conference luncheon” will be held 
at which Ned H. Dearborn, executive 
vice-president and managing direc- 
tor of the National Safety Council, 
will discuss “war-time safety.” The 
annual conference banquet will be ad- 
dressed by Congressman Clifford 
Davis of Tennessee. 

Court problems of war workers 
and military personnel, the schools’ 
war-time problems and_ program, 
war-time traffic problems and their 
control, motor transport problems, 
the personnel problem of city and 
state departments, and responsibility 


CONFERENCE 
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for home safety, are among the 
topics which will be featured at the 
public safety sessions. 

Delegates to the industrial safety 
sessions will hear discussions of such 
important matters as industry’s re- 
sponsibility in accident prevention, 
the government’s interest in indus- 
trial safety, safety and health prob- 
lems of the woman war worker, 
management’s responsibility for safe- 
ty, licking the accident problems in 
construction work, training war 
workers for production and safety, 
and three dimensional painting for 
safety. 

© * e 


Central Manufacturers 


Promote Fire Prevention 


IN A NEW NATIONAL ADVERTIS- 
ING CAMPAIGN, THE FIRST ADVER- 
tisement of which appeared in the 
January 23 issue of the Saturday 
Evening Post, the Central Manu- 
facturers Mutual Insurance Com- 
pany stresses the importance of per- 
sonal precautions against fire during 
war-time. 

In large, half-page advertisements, 
unnecessary fires are being charac- 
terized as “the fifth horsemen.” Dra- 
matic illustrations feature this “phan- 
tom’ while copy stresses the part 
each individual plays in preventing 
waste of materials, war-production 
facilities, and disruption of home- 
front morale. 

Assistance in helping “fight fires 
before fires start” is offered in the 
form of a helpful, interesting fire 
prevention booklet. 

In addition to calling nation-wide 
attention to the war role played by 
responsible fire companies, the cam- 
paign is designed to awaken home 
owners in every,community to the 
dangers of carelessness. 


Renegotiation of War 


Contracts 
A MEMORANDUM WRITTEN BY COL- 


ONEL ALBERT J. BROWNING, ARMY 
of the United States, to Maurice 
Karker, chairman of the War De- 
partment Price Adjustment Board, 
listing the Aims and Spirit of Over- 
all Renegotiation of War Contracts, 
has recently been published by the 
War Department with the approval 
of Under Secretary Robert P. Pat- 
terson. 

The subject of Over-all Renegotia- 
tion of War Contracts is a matter 
of such importance that we are re- 
producing the memorandum in full. 

1. The following policies will be 


followed in the operation of the War 
Department Price Adjustment Board: 

a. Since it would be administratively 
and practically impossible to analyze 
unit costs and profits on individual con- 
tracts, the Board will base its recom- 
mendations primarily on a study of the 
over-all profits of companies from their 
war contracts taken as a whole. 

b. The Board will endeavor to reach 
agreements with as many companies as 
possible, as quickly as the size of its 
organization permits. 

c. Detailed audits should not be at- 
tempted except in those cases where the 
Board feels that the companies’ records, 
statements, or estimates are incorrect, 
insufficient, or misleading. 

d. Due to the uncertainty of the sup- 
ply of materials, wage rates, and other 
possible contingencies, the Board should 
allow a profit, margin sufficient reason- 
ably to protect the contractor. The 
Board shall not attempt to get the last 
increment of possible excess profit, but 
shall take a practical and realistic view 
in arriving at an agreement. Bear in 
mind always that uninterrupted, effi- 
cient, and maximum production (at 
minimum cost) is essential to the war 
effort and greatly desired by the War 
Department. 

e. The attitude of the Board should 
be firm but friendly and renegotiations 
should be conducted in a spirit of co- 
operation and to require a minimum of 
time and inconvenience on the part of 
executives. Requests for information or 
detail not absolutely essential to the 
negotiation must be avoided. 

f. The Board should consider the ef- 
fect of the activities of other govern- 
mental agencies, such as the War Pro- 
duction Board, the Office of Price Ad- 
ministration, and the Treasury Depart- § 
ment, on the business of the company. 

g. The uncertainty of estimates re- 
quires that the right be reserved to re- | 
view findings when final figures of the 
year are available. But it will be the 
policy of the Board to allow its original 
agreements to stand, unless the actual 
figures with respect to such factors as 
costs, volume of production, or nature 
of products prove to be materially at 
variance with the estimates upon which 
the settlements were based. In the final 
review, if it is shown that increased 
profits have resulted from extra effort 
on the part of the contractor to reduce 
costs, the contractor will be given the 
benefit of this factor. 

h. In case a company appears to be 
uncooperative or is unable or refuses to | 
accept a settlement which the Board 
considers reasonable, the matter should 
be referred to the undersigned, Special 
Representative of the Under Secretary 
of War, for proper action. 

2. Recognizing that it is not the in- 
tent or desire of business to make ex- 
cessive profits out of war, it should be 
the effort of the Board to make its 
activities and operations of construc- 
tive benefit to contracting companies 
in the following respects: 

a. Helping them to avoid the criticism, 
distrust, and retaliation of the people, 
which would be sure to follow unreason- 
able and excessive profits by business. 

b. Removing temptation to increase 
expenditures which would result in un- 
sound and unnecessary increases in 
costs. 

c. Helping to insure competitive ad- 
vantage for industries on war work, 
after the war, by emphasizing the main- 
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tenance of low unit costs. 

d. Increasing incentive to maximum 
quantity production at minimum cost 
by relating allowed profits to produc- 
tion volume in proportion to facilities 
and efficiency shown in their use. 

e. Ameliorating the tax burden, since 


reduction in expenditure reduces the 
size of necessary appropriations. 

f. Helping to avoid disastrous infla- 
tion by using only the minimum num- 
ber of dollars necessary to the winning 
of the war. 

3. It should be made clear to exec- 
utives and representatives of contract- 
ing companies engaged in renegotia- 
tions that it is the intention of the 
Boar 

a. To encourage the application of 
sound business principles to war pro- 
duction by War Department contrac- 
tors. 

b. To maintain the present economy 
of private business enterprise as part 
of the freedom for which we are fight- 
ing the war. 

c. To recognize that solvency and 
financial prudence in business manage- 
ment are essential to efficient operation. 

d. To enable business, as far as pos- 
sible, to emerge from the war in con- 
dition to resume peacetime operations 
as quickly and vigorously as possible, 
thus reducing the strains of the post- 
war adjustment to a minimum. 

It is believed that when businessmen 
clearly realize the policies and pur- 
poses of the Board in these respects, 
they will readily cooperate with it in 
seeking the rapid advancement of its 
program. 

* * * 


Hawley Heads aii 
M utual 


THE ELECTION OF A. T. HAWLEY, 


= K. C. OF WINNIPEG, AS PRESIDENT OF 


the Wawanesa Mutual Insurance 
Company of Wawanesa, Manitoba, 
hs been announced. He succeeds the 
late Robert Wallace. Prior to his 
elevation to the presidency, Mr. Haw- 


| ley had served as vice-president of 
| the company. 


Puckette Joins Insurance Index 


APPOINTMENT OF JOHN E. PUCK- 
ETTE AS EDITOR IN CHIEF OF THE 
Insurance Index of Louisville, Ken- 
tucky, was announced January 21 
by James E, Dunne, publisher. Mr. 
Puckette, who resigned earlier in the 
month as editor and president of the 
Insurance Field after sixteen years 
of service, will have full and final 
authority in editorial matters. 

Prior to serving on the Field, Mr. 
Puckette was on daily newspapers 
in Columbia, South Carolina; Louis- 
ville, Kentucky, and Daytona Beach, 
Florida. He is a veteran of the Mex- 
can Border and World War I and 
at one time was private secretary to 
saverner Manning of South Caro- 
ina, 
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COMPENSATION INSURANCE RATING 
BOARD REPORTS 


ATTERS pertaining to state 

supervision, interstate rating 
and workmen’s compensation rating 
were discussed by Henry D. Sayer, 
general manager of the Compensa- 
tion Insurance Rating Board, in his 
report to the organization’s annual 
meeting, held in New York City 
on January 28. 

Mr. Sayer paid high tribute to 
Louis H. Pink who retired as New 
York Superintendent of Insurance 
on January 31, after almost eight 
years of service, and spoke of the 
generous cooperation of the insurance 
department under Mr. Pink’s direc- 
tion, with the work of the Board. 
The report goes on to say: 

It seems appropriate in this connec- 
tion that we again give a thought to 
the advantages of official supervision 
of rating. In this field of compulsory 
insurance, the public interest is best 
served by encouraging competition 
among carriers in the matter of serv- 
ice, but permitting no competition and 
no questionable or unfair competitive 
practices in the matter of rates and 
rating procedures. That is the chief 
purpose and aim of this Board. The 
underwriting rules, rating plans, 


_ classifications and rates adopted by 


the Board, in furtherance: of the 
sound conduct of our industry, are 
given vitality and validity through 
approval by the Superintendent of 
Insurance, as required by law, and 
we are all assured — the Board, the 
companies, industry and the public 
— that through such approval, in- 
telligently and conscientiously given, 
the rights and interest of all are 
protected. The requirement of such 
approval is not only a protection to 
the public, but it is also the surest 
foundation of the security and per- 
manency of our business. So long 
have we been accustomed, in_ this 
State, to the strict regulation of rates 
in workmen’s compensation insurance 
that we are sometimes irked by it, 
unmindful of its advantages and its 
guarantee of equal rights. But wher- 
ever the statute demands that rates 
be both adequate and _ reasonable, 
there can be but one rate. The de- 
termination of that rate by the Board, 
through its rating processes, is kept 
at all times in the public interest by 
the official supervision of the State. 
Therein is the public interest served 
and that public confidence, without 
which we could not long survive, is 
maintained. In the light of adequate 
and efficient State supervision, there 
would seem to be no place for those 





who, to advance some fancied interest 
or unproven theory, would seek the 
integration of our insurance system 
with a larger experimental national 
program. 

The subject of rating risks that 
are located in two or more States 
has been given a great deal of thought 
and consideration in recent years. 
The problems arising in connection 
with such risks are many and diffi- 
cult. The difficulties are not so ap- 
parent when the only States involved 
in the rating are strictly rate regu- 
lated States. The questions that arise 
seem to be magnified when part of 
the risk is located in a closely regu- 
lated State and other parts of it are 
in non-regulated or so-called “open” 
States. 

The subject is receiving the con- 
sideration of the Association of In- 
surance Commissioners, which has 
appointed a special committee to re- 
port upon the subject under the chair- 
manship of Superintendent Pink. 
These problems do not concern work- 
men’s compensation insurance alone, 
nor yet only casualty companies. 
They involve other coverages, such 
as fire insurance. Indeed, the inter- 
mingling of various lines of insurance 
presents much of the difficulty that 
seems to arise. Accordingly, Super- 
intendent Pink appointed an ad- 
visory committee to endeavor to work 
out some solution of the most con- 
spicuous of the problems. That com- 
mittee is inclusive of the various 
lines of casualty and fire insurance, 
including the national organizations 
of the companies, and the producers. 
This Board’has not been given rep- 
resentation thereon, presumably be- 
cause it is concerned in a single line 
of coverage and has jurisdiction in 
one State only. Nevertheless, our 
administration of New York rates 
becomes vitally concerned with rat- 
ings in another State, where a New 
York risk has operations in that other 
State. 


Moreover, it seems to me that any 
solution sought will only be partial 
and unstable if it fail to take account 
of the rights and legitimate interests 
of State Funds in those States where 
private endeavor and public function 
are permitted to participate equally 
in the underwriting of compensation 
insurance, as in this State. In fact, 
any action of this Board that failed 
to accord equal rights and benefits to 
the State Insurance Fund and to im- 
pose equal obligations, would cer- 
tainly be improper and might even 
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be open to legal attack. We must be 
mindful of the fact that the Constitu- 
tion of the Board, adopted by the 
vote of all its members, declares that 
membership in the Board entitles all 
members to equal rights and benefits 
of membership. Accordingly, we will 
await with interest the conclusions 
reached on the subject of interstate 
rating, applying to them the tests that 
membership in this Board implies. 


The interstate rating difficulties 
have brought forth the proposal of 
a rating program by the stock com- 
pany interests. This plan, designated 
as the “Workmen’s Compensation 
Rating Program — New York,” was 
filed with the Board on May 26, 1942, 
by Mr. William Leslie, General Man- 
ager of the National Bureau of Casu- 
alty & Surety Underwriters, on 
behalf of the stock insurance com- 
panies, members of that organiza- 
tion. The program is described at 
some length in a memorandum from 
Mr. Leslie. The program includes a 
plan known as the Premium Return 
Plan, which might be described gen- 
erally as an “all credit plan” of retro- 
spective rating on a compulsory basis, 
applying to all risks developing pre- 
miums on the standard basis in ex- 
cess of $1,000. This rating plan 
would be available on an interstate 
basis. Under the plan, commissions 
would be reduced on all premium in 
excess of the first $1,000, and the 
provision for expenses of general ad- 
ministration and payroll audit would 
likewise be reduced. The program 
also includes various optional retro- 
spective rating plans with and with- 
out specified minimum premiums, and 
with and without maximum limits on 
individual claims. It is urged by the 
proponents on behalf of the program 
that these alternative plans are de- 
signed to afford reasonable flexibility 
in the rating structure without in- 
jecting unwarranted complexity, and 
that they will afford risks on an inter- 
state basis a reasonable over-all basis 
of cost more nearly conforming to 
the real requirements of the risk. 


This program was presented to 
the Governing Committee and _ re- 
ferred by it to the Actuarial Commit- 
tee for study and advice on the rat- 
ing plans and values. The Classifica- 
tion and Rating Committee was re- 
quested to give consideration to the 
preparation of underwriting rules 
necessary for the application of the 
plans in the event of their adpption. 
Various studies and exhibits have 
been prepared and submitted by the 
Actuary of the Board, together with 
a memorandum summarizing the ar- 
guments presented in the Actuarial 
Committee for and against the pro- 
gram. 
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Globe Indemnity and American 
Mutual Liability Insurance Company 
were elected members of the Gov- 
erning Committee of the Board to 
succeed the Fidelity and Casualty 
Company of New York and the Lib- 
erty Mutual Insurance Company, 
whose terms have expired. 


e & * 
Auto Wholesale Floor Plan 


Experience Rating 


THE BOARD OF INSURANCE COM- 
MISSIONERS OF TEXAS HAS PRESCRIBED 
the following automobile wholesale 
floor plan experience rating to become 
effective on and after February 1. 

For risks submitted to the Board 
of Insurance Commissioners for spe- 
cial rating in accordance with Rule 
103A of the Fire and Theft Manual, 
the following rating procedure shall 
os nee 
I. Conditions of Eligibility. To be 
eligible for Automobile Wholesale 
Floor Plan Experience Rating, the 
risk must consist of ten or more in- 
dividual dealers and the total values 
involved must exceed $100,000. 

II. Rating Basis. (A) The basic 
Automobile Wholesale Floor Plan 
rates per month for each $100 of 
insurance are as follows: 

(1) Fire and Theft rate 6%c per 
month. 

(2) Combined Additional Cover- 
age 2'%4c per month. 

Note — If the total values in- 
volved are in excess of $100,000, 
but the risk does not consist of ten 
or more individual dealers or if no 
experience is available from any 
source, the Basic Rates above shall 
apply without modification. 

(B) Experience Rating Provisions. 
The Basic Rates referred to above 
are subject to credit or debit modifi- 
cation under the following conditions : 

(1) This experience provision ap- 
plies if the risk consists of ten or 
more individual dealers and the total 
values involved exceed $100,000. 

(2) The basic experience period 
to be used in determining the ex- 
perience modification of Basic Rates 
shall be the three years next preced- 
ing the effective date of the new in- 
surance. 

(3) When the experience for the 
full term of the expiring insurance is 
not obtainable, experience shall be 
filed for at least the first nine months 
thereof. The application for a re- 
newal rating of a risk which has been 
previously experience rated under 
this formula, must show a twelve 
months’ experience in place of the 
nine months’ experience which was 
filed the previous year. 

(4) The experience for Fire and 
Theft and the experience for Com- 


‘surance Commissioners 





bined Additional Coverage are to be 
treated separately in determining the 
experience credits or debits to be ap- 
plied to the Basic Rates. 

(5) Only verified experience re. 
ceived from an insurance company 
shall be used in determining the ex. 
perience modification factor except 
that if the company’s experience is 
not available an affidavit may be ac- 
cepted from the insured showing his 
loss experience and giving the name 
of the company carrying the risk. 

III. Modifications. The factors for 
modifying the Basic Rates shall be 
in accordance with the following 






















































table: 
Three Years’ Percentage 
Loss Ratio Modification 

Loss Ratio 70% and 

| eee ee ek ae 40% Increase 
Loss Ratio 65% and less 

TEIN FOI cscs cscs sss 30% Increase f 
Loss Ratio 60% and less 

CINE: CO assess teres 20% Increase 
Loss Ratio 55% and less 

ae 10% Increase 
Loss Ratio 50% and less 

Cn: a eee eet None 
Loss Ratio 45% and less 

G6 Fs None 
Loss Ratio 40% and less 

eons 5% Decrease 
Loss Ratio 35% and less 

eee 10% Decrease 
Loss Ratio 30% and less 

NURI DRI cc ccna sins cxchinees 15% Decrease 
Loss Ratio 25% and less 

anne 20% Decrease 
Loss Ratio 20% and less 

HONOR, 2 dal occas sevens 25% Decrease 
Loss Ratio 15% and less 

than 20%.................-.......---30% Decrease 
Loss Ratio 10% and less 

ci). econ 35% Decrease 
Loss Ratio 5% and less 

> a ee oe ne 40% Decrease 

The Loss Ratio shall be deter- 





mined from the premiums paid and 
the losses incurred. If only two 
years’ experience is obtainable, use 
two-thirds of the credit or debit. If 







only one year’s experience is obtain-j—§ 





able, use ™% of the credit or debit. 

IV. Minimum Premium. A mini- 
mum and initial premium of One 
Hundred Dollars ($100.00) shall be 
collected at issuance of policy. 

V. Rules and Requirements. It 
shall not be permissible for any com- 
pany to write Wholesale Floor Plat 
Insurance at special rates unless and 
until approved by the Board of In- 
nor for 4 
longer period than twelve months and 
each Wholesale Floor Plan risk must 
be rerated prior to renewal, for which 
purpose a new application must be 
submitted. 

VI. Other Rules and Require- 
ments. Where not contrary to the 
foregoing Section IV Rules and Re- 
quirements of the Texas Fire and 
Theft Fleet Rating Plan also ap- 
plies to Wholesale Floor Plan Ex- 
perience Rating. 












































Functions of a Rating Bureau 
(Continued from page 19) 

F we are again to be forced into 

unbridled competition over rates 
we must expect the same disastrous 
results unless rating bureaus can do 
something to help stabilize condi- 
tions. Can rating organizations do 
anything to help stabilize insurance 
under such chaotic conditions as 
would result? I believe they can. 

It is my opinion that under such 
conditions there would be an even 
greater need for rating organizations. 
If underwriters are forced to com- 
pete with each other on cost we 
must expect radical rate-cutting, and 
quotation of rates which have little 
relationship to hazard. If rating or- 
ganizations do not continue to collect 
experience and to promulgate ad- 
visory rates, quotations will be based 
almost wholly upon conjecture. But 
if indicated rates are promulgated 
for advisory purposes, underwriters 
will at least be able to use judgment. 
They will know whether rates which 
they must quote to obtain business 
are within or without a deviation 
warranted by the facts applicable to 
the business under consideration. 

To make advisory rates under 
such conditions would require some 
change in rate-making procedures. 
In some types of insurance premium 
volume is used in rate-making. In 
others it is not used. Obviously pre- 
mium volume under such conditions 
could not be relied upon. Actuaries 
tell me that satisfactory rates can be 
made without the use of premium vol- 
ume provided other essentials of 
homogeneity in experience are main- 
tained. 

As I see it the Sherman law would 
not prevent activity of rating bu- 
reaus. It would proscribe only agree- 
ments between carriers to use the 
rates developed. If rates were ad- 
visory, there would seem to be no 
objection to other bureau functious, 
such as the steps taken to establish 
uniformity in reporting experience, 
general underwriting principles and 
policy coverage. These activities 
would not be in restraint of trade or 
commerce. Only agreements of the 
members with respect to the use of 
a bureau’s activities would seem to 
be affected by the Sherman law. 

_ Consequently, there would be func- 
tions for rating bureaus — functions 
more important because the only 
means of maintaining any degree of 
stability in the insurance business. 
It is conceivable that with the ele- 
ment of compulsory compliance elimi- 
nated, many carriers which are not 
now members would find it not only 
possible but desirable to become mem- 
bers in order to have the advantage 
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of advisory rates. With membership 
including all of the principal car- 
riers, agreements for self-regulation, 
short of restraint of trade or com- 
merce, could undoubtedly be made to 
stabilize competition to a degree 
which would prevent disasters in the 
insurance industry and consequent 
disasters to our business economy. 








Central Mutual Casualty 
Company Re-Elects Officers 


AT THE ANNUAL MEETING OF THE 
CENTRAL MUTUAL CASUALTY COM- 
pany of Kansas City, Missouri, held 
January 26, all officers were re- 
elected as were two directors whose 
terms were expiring — Lee Taylor 
Casey, Associate Editor of the Den- 
ver Rocky Mountain News, a son of 
the founder of the company, and J. 
Glenn Anderson, insurance man of 
St. Louis. The officers are John G. 
Owen, president; Garrett Ellison, 
vice-president, and G. C. Warner, 
secretary-treasurer, 

% * + 


Missouri Rules on Deferred 


Premium Payment 

SUPERINTENDENT OF INSURANCE 
EDWARD L, SCHEUFLER OF MISSOURI 
has notified all fire and marine in- 
surance companies licensed to do 
business in the state that in view of 
a number of recent inquiries he has 
deemed it advisable to reaffirm the 
previous rulings of the Department 
on the subject of deferred premium 
payments. These rulings state: 

All premiums for insurance on all 
risks generally classified as fire, ma- 
rine, and allied lines (including the 
Missouri Personal Property [Floater 
Policy) must be collected for the 
full term, as of the effective date of 
the policy, or contract, or renewal 
thereof, either in cash or by a bona 
fide note bearing not less than the 
legal rate of interest which, in Mis- 
souri, is defined as 6 per cent per 
annum. 

Failure to make such collection 
either in cash or by note, as set out 
above, on or before the fifteenth day 
of the second succeeding month in 
which such policy, or contract, or 
renewal thereof is effected, is prima 
facie evidence of rebating, which is 


in violation of the Missouri Insur- 
ance Law. 
Superintendent Scheufler states 


that it is presumed that present Mis- 
souri agents are operating in accord- 
ance with the above ruling ; however, 
in order to avoid the possibility of 
any future misunderstanding he asks 
that duplicate copies of this order be 
forwarded to any Missouri agent who 
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may be appointed after this date, with 
instructions that one copy be signed 
and returned to the carrier's home 
office. The company will then for- 
ward the copy to the Department, 


after having made any _ necessary 
notations on the records in_ their 
office. 


Ambler Resigns as President 
of Ohio Mutual 


J. AMBLER, AN EMPLOYE OF THE 
OHIO MUTUAL INSURANCE COMPANY 
of Salem, Ohio, since March 25, 1889, 
has resigned as president and man- 
ager of the company. D. B. McCune 
has been elected to succeed him. Ac- 
tive direction of the carriers’ business 
affairs has been placed in the hands 
of secretary R. Kk. Yates. 








EDITORIAL COMMENT 


(Continued from page 4) 

These observations are prompted 
by the fact that the inaugural season 
for new insurance commissioners is 
just beginning. As a result of the 
November election changes are being 
made in the insurance commissioner- 
ships of a number of states and al- 
ready the insurance organizations, 
which are almost as numerous as 
the alphabetical governmental agen- 
cies, are planning “do him honor” 
dinners. On these occasions hun- 
dreds of insurance men gather at so 
much per plate to let the new com- 
missioner know what a great guy he 
is, and what a wonderful record he 
is going to make in his new job. 

It is a questionable practice in 
peacetime, and wholly out of place 
under present conditions. Certainly 
very few, if any, of the commission- 
ers ever welcome the idea. but like 
it or not there isn’t very much the 
appointee can do about it if the in- 
surance industry is at all insistent. 
At the same time it may be very em- 
barrassing to the commissioner, in 
that it leaves the impression with’ 
the public that the insurance industry 
is trying to put the new supervisor 
under some obligation. 

One does not need to be long on 
memory to recall instances where 
new commissioners have been greeted 
with loud hosannas when they took 
office, only to be totally ignored when 
they left — some believe because 
they performed in accordance with 
their own ideas of their responsi- 
bility to the public, and not those of 
the industry or certain branches of it. 

A commissioner has a hard enough 
time as it is, without initiating him 
into his new job with a lot of rich 
food and maudlin speeches. I-et’s 
give the new men a break. 
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Complete Coverage 
(Continued from page 16) 


imperative that sufficient premium 
be obtained to compensate for the 
multitude of hazards covered. The 
principal hazards, such as fire and 
theft, have been insured separately 
and the necessary premium to cover 
them can be computed without diffi- 
culty. It is then necessary to add a 
reasonable loading to cover the addi- 
tional causes of loss. 


After the householder has been 
sold a Personal Property Floater, the 
insurance salesman may reasonably 
expect him to ask, “Can you get me 
as broad a policy on my house?” 
There is no such policy available for 
the dwelling itself, principally be- 
cause the insurance companies have 
been afraid to broaden their policies 
rapidly. This is somewhat inconsist- 
ent in that movable property, subject 
to a multitude of hazards, can be 
covered by an “all-risk” policy, 
whereas a building, regardless of 
construction or freedom from haz- 
ard, cannot be covered by the same 
type of policy. 


NDOUBTEDLY, an important 

contributing reason for the ab- 
sence of an all-risk policy for dwell- 
ing houses and other buildings, is 
the fact that insurance has lagged 
behind the development of new haz- 
ards rather than having anticipated 
them. Insurance underwriters object 
to an “all-risk” policy on the ground 
that certain hazards, such as flood, 
cannot be safely insured because of 
the recurring nature of the losses. 
However, in flood areas this condi- 
tion could be met by a special ex- 
clusion. It would be no more com- 
plicating, nor confusing to the poli- 
cyholder, than the many endorse- 
ments regularly used on fire insur- 
ance policies. 

The question may reasonably be 
asked, “What stands in the way of 
a rapid extension of the ‘all-risk’ 
policy to other fields of insurance?” 
It is to be expected that the com- 
panies would do this step by step, 
so that rates and spread of liability 
may be adequate. It should be ob- 
vious, however, that progress in the 
direction of all-risk coverage is in- 
evitable. The next logical step would 
be to prepare such a policy for dwell- 
ings. The hazards to be covered 
would be similar to those now cov- 
ered on personal property under the 
Personal Property Floater, except 
that the risk would be considerably 
less due to the much lower theft haz- 
ard. Somewhat different exclusions 
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would be necessary in order to pro- 
tect the insurance companies from 
being liable for normal repairs and 
upkeep. Some particular handling of 
the question of leaking roofs would 
also be desirable. 


It appears that such a policy on a 
dwelling house would include, in ad- 
dition to fire and extended coverage, 
pretection against earthquake dam- 
age and damage from water. Neither 
hazard causes severe losses except 
in certain areas where earthquakes 
or floods may be expected. Special 
rating or special exclusions could 
take care of the situation in these 
areas, although it is probable that 
the hazard from either is much less 
than commonly believed by under- 
writers. In future years, it is quite 
likely that the limited coverage pol- 
icy which we use today in connec- 
tion with property insurance will be 
regarded in much the same light that 
we now regard the early life insur- 
ance policy under which one had to 
die in a specified manner for his heirs 
to collect. The public is interested 
in protection against loss, regardless 
of the specific cause. There is no 
apparent reason why the insurance 
companies cannot develop a policy to 
supply this public demand. 


Ohio Bans Writing of Fire 
Lines By Casualty Companies 


DISCONTINUANCE BY CASUALTY 
COMPANIES OPERATING IN OHIO OF 
the writing of policies covering 
against loss from fire or lightning, 
or both, on neon signs, plate glass 
and property described as valuable 
papers, has been ordered by Super- 
intendent. of Insurance, John A. 
Lloyd. 


Under the section of the General 
Code of Ohio,’ the superintendent 
points out, which provides for the 
organization and admission of in- 
surance companies, casualty com- 
panies are denied the privilege of 
making insurance against losses 
caused by fire or lightning, with the 
exception of fire insurance on auto- 
mobiles when not written alone. 








Johnson Suspends Filing of 
Fleet Data 


INSURANCE COMMISSIONER NEWELL 
R. JOHNSON OF MINNESOTA ON JAN- 
uary 18 notified all companies issu- 
ing automobile property damage 
and other automobile coverage insur- 
ance in the state, that in view of 
the decision handed down by Judge 
Hugo O. Hanft of the District Court 
of Ramsey County, Minnesota, on 











December 31 and pending the final 7 
outcome of the litigation, carriers 
are released from the further filing} 
of fleet policy information. 


The case decided by Judge Hanft = 
— Underwriters at Lloyds of Min- 
neapolis vs. Newell R. Johnson as)~ 
Commissioner of Insurance for the ~ 
State of Minnesota — involved the u 























ae 
question of the Commissioner’s legal 
authority to make a ruling defining ~ 
“fictitious fleets.” The trial court” 
held that the Commissioner lacked ~ 
the statutory authority to make such 
a ruling but stated that he might 
institute criminal prosecutions where ~ 
violations of the anti-discrimination ~ 
statutes were found.. The Minnesota 
Department is still of the opinion that 
“fictitious fleet” rates constitute dis- ~ 
crimination. 3 
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Insurance Counsel Select 
Chicago for Annual Meeting 


THE EXECUTIVE COMMITTEE OF THE 
INTERNATIONAL ASSOCIATION OF IN- 
surance Counsel at a recent meeting 
in Chicago, voted, war conditions 
permitting, that the organization’s 
next annual meeting be held at the 
Edgewater Beach Hotel in Chicago 
either in June or September of this” 
year. Pd 
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1.C.C. Ruling on Fire 


Extinguishers for Trucks 


THE INTERSTATE COMMERCE 
COMMISSION HAS AMENDED RULE 


3.3491(a) of motor carrier safety” 
regulations, revised, providing for 
the optional use until December 31, 
1944, unless otherwise ordered by 
the Commission, of fire extinguishers ~ 
complying with the specifications” 
“No. 299 — Underwriters’ Labora- 
tories, Inc., Emergency Requirement 
for Hand Fire Extinguishers for Mo- 
tor Vehicles.” This amendment was 
made because of the difficulty of ob- 
taining metal fire extinguishers dur- 
ing the present emergency. 


Non-metallic fire extinguishers” 
meeting Underwriters’ Laboratories ~ 
new specifications are in production” ~ 
and if they are not now available in| 
all parts of the country, it is antici” 
pated that they will be within a very 
short time. If motor carriers desit- 
ing such extinguishers are unable to 
obtain them at their places of dom “4 
cile it is suggested that they attempt” 
to obtain them from the larger cen-7 
ters of distribution. It is anticipated 
that distribution will become mort 
general as the demand increases. 





THIRTY-FIRST ANNUAL FINANCIAL STATEMENT 


MICHIGAN MUTUAL LIABILITY COMPANY 


HOME OFFICE—DETROIT, MICHIGAN 


FISCAL YEAR ENDING DECEMBER 31, 1942 
® 


ASSETS 


CASH IN BANKS AND OFFICE cas 
* UNITED STATES GOVERNMENT OBLIGATIONS 7,261,114.22 
*STATE AND MUNICIPAL BONDS ee are oe ey 1,004,080.81 
*UTILITY AND INDUSTRIAL BONDS. .. . oo ae se 290,717.72 

UTILITY, INDUSTRIAL AND INSURANCE STOCKS (Market Value) . crate 422,851.00 
{REAL ESTATE AND BUILDINGS (Home Office and Industrial _— 4 633,000.00 

REAL ESTATE INVESTMENTS (Mortgages and Land Contracts) . . — 104,951.41 

PREMIUMS IN COURSE OF COLLECTION (Less than 90 _" que)... « 737,066.47 

ACCRUED INTEREST ON SECURITIES. .. . ae ec 32,337.53 

TOTAL ADMITTED ASSETS . $11,873,741.60 


LIABILITIES AND SURPLUS 


RESERVE FOR LOSSES (Not yet due) . 
RESERVE FOR UNEARNED PREMIUMS 
(For future service as required by statute) 
RESERVE FOR TAXES, EXPENSES AND DIVIDENDS. ........ 533,006.07 
VOLUNTARY CONTINGENT RESERVE . 1. 2 1 0 sw te we th ww 350,000.00 
GUARANTY SURPLUS . area, oe PAE ce - $ 500,000.00 
SURPLUS .. . — 2,107,609.03 
TOTAL SURPLUS TO "POLICYHOLDERS — 
TOTAL LIABILITIES, RESERVES AND SURPLUS . 


$ 1,387,622.44 


$ 6,063,398.55 
2,319,727.95 


2,607 ,609.03 
$11,873,741.60 


INCREASES OVER 1941: 


$1,974,417.45 or 19.94% 
339,726.38 or 14.98% 
1,198,957.22 or 16.63% 


*ALL ELIGIBLE BONDS ON AMORTIZATION VALUE BASIS. BONDS AT MARKET VALUE 
S$ | WOULD INCREASE ASSETS AND SURPLUS $51,916.63 + + SECURITIES CARRIED AT 
RCE $215,876.01 IN THE ABOVE STATEMENT ARE DEPOSITED AS REQUIRED BY LAW « - {REAL 
sete . ESTATE AT ACTUAL COST LESS DEPRECIATION. 


afety TOTAL DIVIDENDS TO POLICYHOLDERS $11,398,365.79. 
for | . 

r 3i, BOARD OF DIRECTORS 

1 by | 

shers | E. R. Ailes Detroit James Inglis ..... Detroit Walter E. Otto vy... Detroit 


° } Secretary-Treasurer Chairman, AmericanBlower Corp. President of the Company 
tions | Detroit Steel Products Co. 


saa Donald J, Buell Detroit A. F. Jackson Detroit Percy Owen Grand Rapids 


Vice-President Pres., Michigan Bakeries, Inc. 


Michigan Malleable Iron Co. 
O. A. Seyferth _ em 


ADMITTED ASSETS . 
SURPLUS TO POLICYHOLDERS 
PREMIUMS WRITTEN 


| S ecretary-Treasurer 
ment Buell Die & Machine Co. 


~Mo- | Hil W. H. Burnham Adrian Arnold F. Malow Detroit 
| Was | Industrialist Vice-President-Treasurer 


Barton Malow Co. 
f ob- Frederick L. Colby, Jr.. Detroit 


dur: | Secretary, Berry Brothers, Inc. E. A. Mavis Chicago 


Wm. H. Colvin, Jr. Detroit _ Treasurer 
Pres., Rotary Electric Steel Co. American Excelsior Corp. 


Presiden 
West Michigan Steel —_ Co. 


A. A. Templeton Detroit 
Pres., Peoples Federal 
Savings & Loan Assn. 
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M. A. Cudlip Detroit 
Vice-President-Treasurer 
McLouth Steel Corp. 


Frederick T. DuCharme Detroit 
Director, The Detroit Bank 


Workmen’s Compensation 


G. P. McCallum Ann Arbor 


Pres., Detroit, Mackinac & 
Marquette Land Co. 


F. H. Meyer Grand Rapids 
Pres., Leitelt Iron Works 


e Automobile e 


H. N. Torrey, M.D. Detroit 
Surgical Director 
of the Company’s Hospital 


S. Wells Utley Detroit 
Pres., Detroit Steel Casting Co. 


General Casualty Lines 


IN 1912 











TODAY’S seething, uncertain world, there’s nothing more 


touching and beautiful than a trustful little child at prayeri 
But the calm voice of common sense tells us the passive hope 
that everything will somehow turn out well, is not enough. 

Sudden automobile accidents occur— devastating fires break 
out — industrial mishaps strike unexpectedly ~all can bring crush- 
ing financial loss. 

And it isn’t always enough to be “insured”’— it’s the way 
you’re insured that really counts. 

Do you know what it is to have Hardware Mutuals policy 
back of the policy protecting you? It means more than financial 


FEDERATED HARDWARE MUTUALS 


Hardware Dealers Mutual Fire Insurance Company, Home Office, Stevens Point, Wiscomin 
Mutual Implement and Hardware Insurance Company, Home Office, Owatonna, Minnesota 


HARDWARE MUTUAL CASUALTY COMPANY 


Home Office, Stevens Point, Wisconsin 


reimbursement —it’s a way of doing business in which, for more 
than a quarter century, your interest has always been the first 
consideration. 

This policy back of the policy stems straight from sound con- 
servative management —direct dealing with you through full-time 
representatives —scrupulous selection of risks—and the return of 
resultant dividend savings to policyholders. These dividend 
savings have totaled more than $76,000,000.00 to date. 

Write for our free booklet, “Reducing Your Expenses,” which 
gives you full information. Licensed in every state. Offices in 
principal cities. 


Hardware Mutuals 


Stevens Point, Wis. * Owatonna, Minn. 


Compensation, Automobile and other lines of 


CASUALTY AND FIRE INSURANCE 





